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FOREWORD 


In the preface to Volume I of Capital published in 1867, Marx 
speaks of projected further volumes, including a Book IV, “the 
history of the theory.” After Marx’s death, Engels prepared, 
from manuscripts left by Marx, Volumes II and III of Capital 
(published in 1885 and 1894). In his preface to Volume II, 
Engels notes that a considerable section of a manuscript 
written by Marx between 1861 and 1863 is entitled “Theories 
of Surplus Value,” and continues: “This section contains an 
exhaustive critical history of the main point of political 
economy, the theory of surplus value. ... I reserve for myself 
the privilege of publishing the critical part of the manuscript, 
after the elimination of the numerous parts covered by 
Volumes II and III [of Capital], in the form of Volume 
IV.” 

Engels was however unable to begin the preparation of this 
Volume IV before his death in 1895, and the task was under¬ 
taken by Karl Kautsky, who completed it between 1905 and 
1910. But it was published as a separate work under the title 
of Theorien Uber den Mehrwert (“Theories of Surplus Value”), 
not as Volume IV of Capital. 

It consists of a series of studies of economists who preceded 
Marx, with some essays on particular themes, and in the 
German edition runs to over 1,750 pages, arranged in three 
books as under: 

I. Early Theories of Surplus Value up to Adam Smith. 

II. David Ricardo. 

III. From Ricardo to Vulgar Economics. 

Kautsky’s editing of Marx’s manuscript has been criticised 
both for its arrangement of the various sections, which differs 
considerably from that of the manuscript, and - for the 
omission of important passages. A new edition of the German 
text is therefore being prepared by the Marx-Engels-Lenin 
Institute in Moscow. Meanwhile it is desirable to make 
available to English readers a selection of those sections of 
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the manuscript which are of most immediate interest and 
importance to us. 

In the present volume, which is the first translation to 
appear in English, it has not been possible to publish more 
than the major part of Book I, covering mainly the Physiocrats 
and Adam Smith, and those parts of Book II which deal with 
Ricardo’s views on surplus value and profit, and accumulation 
and crises, but omitting the treatment of rent (which is dealt 
with at some length in Volume III of Capital). 

These sections are of special interest to British readers 
because of the detailed studies of Adam Smith and David 
Ricardo. Moreover, as in everything that Marx wrote, the 
subject directly handled is illuminated by comments showing 
the relation between the ideas which he is examining and the 
economic conditions of the period that gave birth to these 
ideas. In this seme these economic studies help to an under¬ 
standing also of historical materialism. 

Many of the still current arguments which .seek to justify 
capitalist profits are merely refurbished versiom of the old 
views critically examined by Marx in this work. And these 
old theories are not only examined and criticised. Marx shows 
the conditiom in which they arose and which gave them some 
historical justification in the period of transition from the 
feudal to the capitalist order and in the early stages of capital¬ 
ism. The repetition of these views to-day has no historical 
justification. 

Marx notes that the “classical” economists, especially Adam 
Smith and Ricardo, attempted a scientific examination of the 
underlying laws of capitalist production, in contrast to the 
later, the “vulgar” economists, who are still with us today. It 
was of these that he wrote, in his preface to the second edition of 
Volume I of Capital (1873): “In place of disinterested enquirers, 
there were hired prize-fighters; in place of genuine scientific 
research, the bad conscience and the evil intent of apologetic.” 

Those who have already read Capital will find in these 
selectiom from Theories of Surplus Value new material of excep¬ 
tional interest, both elaborating the ideas in Cental and 
showing how they were developed historically. Those who 
have not read Capital will find in them some of the principal 



FOREWORD 


II 


points in Marx’s economic theory, made all the easier to 
understand because of the criticism of the closely-related but 
inadequate views of the earlier economists. 

An attempt has been made in the translation to adhere as 
closely as possible to the German original while making it 
readable in English. The difficulties are all the greater because 
the manuscript was never worked up by Marx for publication, 
and some passages are little more than notes for further 
elaboration. Passages and words interpolated in Marx’s text 
by Kautsky for the sake of clarity are enclosed in square 
brackets; these are also used for interpolations by Marx in 
quotations from other writers. 

Where Marx has quoted from other writers, the text has 
been taken from the editions to which he refers (or contem¬ 
porary English translations). In the case of Adam Smith’s 
Wealth of Nations and Ricardo’s The Principles of Political 
Economy and Taxation, however, the current Everyman Library 
edition has been used as the most easily available to readers. 

I have to thank Bertha Clark, W. N. Clark and P. Dance 
for their help at various stages, and Maurice Dobb for reading 
the proofs and making invaluable suggestions. 


Emile Burns. 



A. THE PHYSIOCRATS AND SOME OF THEIR 
PREDECESSORS AND CONTEMPORARIES 



1 . SIR WILLIAM PETTY 


The founder of modem political economy is Sir William Petty, 
one of the most gifted and original economic investigators. 
In his Treatise of Taxes and Contributions, London, 1662 (the 
edition here quoted is that of 1679), there are numerous 
passages dealing with the origin and determination of surplus 
value. They are somewhat confused and disconnected, but it 
is possible to sort out the leading ideas which run through all 
these scattered observations. 

Petty distinguished between natural price and political 
price, “the trae price Currant” (p. 66-7). By natural price 
he means in fact value, and it is only this that concerns us here, 
since it is on the determination of value that the determination 
of surplus value depends. 

In this treatise he in fact determines the value of commodities 
by the comparative quantity of labour they contain. 

“But before we talk too much of Rents, we should endea¬ 
vour to explain the mysterious nature of them, with reference 
as well to Money the rent of which we call Usury; as to 
that of Lands and Houses aforementioned” (p. 23). 

What is at issue here is what causes the phenomena, not the 
phenomena themselves. 

“This, I say to be the foundation of equaUising smd 
ballancing of values; yet in the superstructures and practices 
hereupon, I confess there is much variety and intricacy” 
(P- 25)- 

The first question is: what is the value of a commodity? 

“If a man can bring to London an ounce of Silver out of 
the Earth in Peru, in the same time that he can produce a 
bushel of Com, then one is the natural price of the other; 
now if by reason of new and more easie Mines a man can 
get two ounces of Silver as easily as formerly he did one, 
then Cora will be as cheap at ten shillings the bushel, as it 
was before at five shillings, caterisparibus” (p. 31). 

“And let the production of a Bushel of this Cora be 
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supposed of equal labour to that of producing an ounce of 
Silver” (p. 66). 

This is, to begin with, the “real and not an imaginary way 
of computing the prices of Commodities” (p. 66).^ 

The second point which has now to be examined is the 
value of labour: 

“for then the Law that appoints such Wages were ill made, 
but which would allow the Labourer but just wherewithal 
to live; for if you allow double, then he works but half so 
much as he could have done, and otherwise would; which 
is a loss to the Publick of the fhiit of so much labour” 
(page 64). 

This passage is to be understood as follows: If the worker 
were to get for six hours’ labour tlie value of six hours, he 
would get twice as much as he now gets when he is given the 
value of six hours’ labour (for twelve hours’ labour). He will 
then work only six hours. 

The value of labour is therefore determined by the necessary 
means of subsistence. The worker is impelled to produce 
surplus value and to perform surplus labour only by the fact 
that he is forced to use the whole of the labour power within 
his capacity in order to get for himself just as much as he 
needs to live. The cheapness or dearness of his labour, however, 
is determined by two factors: natural productivity, and the 
standard of expenditure (needs) conditioned by tlie climate: 

“Natural dearness and cheapness depends upon the few 
or more hands requisite to necessaries of Nature: As Com 
is cheaper where one man produces Com for ten, then where 
he can do the like but for six; and withal, according as the 

^ In Petty’s Political Anatomy of Ireland, London, 1672 (the edition here quoted 
is that of 1682), he says however: 

“Wherefore the days food of an adult Man, at a Medium, and not the days 
labour, is the common measure of Value, and seems to be as regular and constant 
as the value of fine Silver. . . . Wherefore 1 valued an Irish Cabbin at the number 
of days food, which the Maker spent in building of it” (p. 65). 

This has quite a Phy^iocratic ring. 

“That some Men will eat more than others, is not material, since by a days 
food we understand 1/100 part of what 100 of all Sorts and Sizes will eat, so as 
to Live, Labour, and Generate” (p. 64). 

But what Petty seeks here in the Irish statistics is not the immanent measure 
of values, but the measure of values in the sense that money is a measure of values. 
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Climate disposes men to a necessity of spending more or 
less” (p. 67). 

For Petty surplus value exists only in two forms: rent of land 
and rent of money (interest). He derives the latter from the 
former. For him, as later for the Physiocrats, the first form is 
the true form of surplus value. In his detailed presentation he 
describes rent (surplus) not only as the excess resulting from 
the amount of labour applied above the necessary labour, but 
also as the excess of the surplus labour of the producer himself 
over his wage and the replacement of his capital: 

“Suppose a man could with his own hands plant a certain 
scope of Land with Com, that is, could Digg, or Plough; 
Harrow, Weed, Reap, Carry home. Thresh, and Winnow 
so much as the Husbandry of this Land requires; and had 
withal Seed wherewith to sow the same. I say, that when 
this man hath subducted his seed out of the proceed of his 
Harvest, > and also what himself hath both eaten and given 
to others in exchange for Clothes, and other Natural neces¬ 
saries; that the Remainder of Com is the natural and tme 
Rent of the Land for that year; and the medium of seven 
years, or rather of so many years as makes up the Cycle, 
within which Dearths and Plenties make their revolution, 
doth give the ordinary Rent of the Land in Com” (pp. 23-4). 

With Petty, therefore, since the value of the com is deter¬ 
mined by the labour time contained in it, and the rent is 
equal to the total product minus the wages and the seed, 
rent is in fact equal to the surplus product in which the surplus 
labour is materialised. Rent therefore includes profit; the latter 
is not yet separated from rent. 

In the same ingenious way Petty goes on to ask: 

“But a further, though collateral question may be, how 
much English money this Com or Rent is worth; I answer 
so much as the money, which another single man can save, 
within the same time, over and above his expence, if he 
imployed himself wholly to produce and make it; ot,?. Let 
another man go travel into a Countrey where is Silver, 
there Dig it. Refine it, bring it to the same place where the 
other man planted his Com; Coyne it, &c. the same person, 

1 That is, an equivaknt for the constant capital. 

B 
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all the while of his working for Silver, gathering also food 
for his necessary livelihood, and procuring himsdf covering, 
&c. I say, the Silver of the one must be esteemed of equal 
value with the Com of the other; The one being perhajis 
twenty Ounces and the other twenty Bushels. From whence 
it follows that the price of a Bushel of this Cora to be an 
Ounce of Silver” (p. 24). 

The difference in the kind of labour. Petty expressly notes, 
is here quite immaterial; all that matters is the labour time: 

“And forasmuch as possibly there may be more Art and 
Hazard in working about the Silver, then about the Com, 
yet all comes to the same pass; for let a hundred men work 
ten years upon Corn, and the same number of men the 
same time, upon Silver; I say, that the neat proceed of the 
Silver is the price of the whole neat proceed of the Com, 
and like parts of the one, the price of like parts of the 
other” (p. 24). 

After Petty has thus explained rent—which is here equivalent 
to the total surplus value including profit—and its expression 
in money, he then sets to work again very ably, on how the 
money value of land is determined: 

“Wherefore we would be glad to find the natural values of 
the Fee simple of Land, though but no better then we have 
done that of the usus fructus above-mentioned, which we 
attempt as followeth. 

“Having found the Rent or value of the usus Jructus per 
annum, the question is, how many years purchase (as we 
usually say) is the Fee simple naturally worth? If we say 
an infinite number, then an acre of Land would be equal in 
value to a thousand acres of the same Land; which is absurd, 
an infinite of Unites being equal to an infinity of Thousands: 
wherefore we must pitch upon some limited number, and 
that I ap-prehend to be the number of years, which I 
conceive one man of fifty years old, another of twenty eight, 
and another of seven years old, all being alive together may 
be thought to live; that is to say, of a Grandfather, Father 
and Child, few men having reason to take care of more 
remote Posterity: for if a man be a great Grandfather, he 
himself is so much the neeirer his end, so as there are but 
three in a continual line of descent usually co-existing 
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together: and as some are Grandfathers at forty years, yet 
as many are not till above sixty, and sic de ceteris. 

“Wherefore I pitch the number of years purchase, that 
any Land is naturally worth, to be the ordinary extent of 
three such persons their lives. Now in England we esteem 
three lives equal to one and twenty years, and consequently 
the value of Land, to be about the same number of years 
purchase” (pp. 26-7). 

Having resolved rent into surplus labour and therefore 
surplus value. Petty explains that the value of land is nothing 
but the capitalised rent—that is, a certain sum of yearly 
rentals or the sum of rents during a certain number of years. 

In fact, rent is capitalised and reckoned as the value of 
the land in the following way: 

Let I acre yield an annual rent of j(^io. If the rate of interest 
is 5 per cent., then 3(^10 represents the interest on a capital 
of 3^200, and since at 5 per cent, the interest replaces the 
capital in twenty years the value of the acre would be equal 
to £200 (20 X 10). The capitalisation of the rent therefore 
depends on the rate of interest. If the rate of interest is 10 per 
cent., then the rent represents the interest on a capital of 
,{^100 or the sum of ten years’ rentals. Since however Petty 
starts with land-rent as the general form of surplus value and 
includes profit therein, he cannot take interest on capital for 
granted, but must rather arrive at it as a special form of rent. 
Petty handles this just as Turgot—consistently from his own 
standpoint—also does. In what way then is he to determine 
the sum of the yearly rentals, which constitutes the value of 
the land? A man heis an interest in buying as many yearly 
rentals as he reckons years of life for hims^ and his immediate 
successors—that is, as long as an average man, grandfather, 
father and child live. This is about 21 years according to the 
“English” computation. Therefore, whatever lies beyond the 
21 years usus fructus has no value for him. He therefore pays 
for the usufruct for 21 years, and this constitutes the value of 
the land. In this subtle way he gets himself out of the difficulty; 
but he has not got rid of the imjmrtant facts:— 

Firstly, that rent, as the expression of the total agricultural 
surplus value, is derived not from land but from labour, and 
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is the excess of labour over and above what is necessary for 
the subsistence of the worker. 

Secondly, that the value of the land is nothing but the rent 
purchased in advance for a certain number of years—a trans¬ 
muted form of rent itself, in which, for example, 21 years’ 
surplus value (or surplus labour) appears as the value of the 
land; in short, that the value of land is nothing but capitalised 
rent. 

Such is Petty’s deep insight into the matter. 

From the point of view of the purchaser of rent (that is, of 
land) rent appears merely as the interest on his capital, and 
in this form rent has become completely unrecognisable and 
seems to be interest on capital. 

After Petty has thus determined the value of land and the 
value of the yearly rental, he is able to derive from the rent of 
land money rent or usury as a secondary form: 

“As for Usury, the least that can be, is the Rent of so 
much Land as the Money lent will buy, where the Security 
is undoubted’’ (p. 28). 

Here interest appears to be determined by the price of rent, 
while conversely the price of rent or the purchase-value of 
the land is determined by interest. But this is quite consistent, 
since rent is presented as the general form of surplus value, 
and interest on money must therefore be derived from it as a 
secondary form.^ 

* 

[With the extracts from the Treatise of Taxes and Contributions 
quoted above should be compared certain passages irom 
Petty’s Political Arithmetick, London, 1690 (the edition here 
quoted is that of i6gg) which also show an appreciation of 
surplus value, although admittedly here also it is treated only 
in the form of land-rent.] 

These passages are as follows: 

“As Trades and curious Arts increase; so the Trade of 
Husbandry will decrease, or else the Wages of Husbandmen 

* Petty says of the fixing by of the rate of interest: “But of the vanity 
and fruitlcssness of making Civil Positive Laws against the Laws of Nature” 
(that is, against the laws corresponding to the nature of bourgeois society) 
have spoken elsewhere” (p. 29). 
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must rise, and consequently the Rents of Land must fall.” 

“If Trade and Manufacture have increased in England 
(that is to say) if a greater part of the People, apply them¬ 
selves to those Faculties, than there did heretofore, and if 
the price of Com be no greater now, than when Husbandmen 
were more numerous, and Tradesmen fewer; it follows from 
that single reason . . . that the Rents of Land must fall; 
As for Example, suppose the price of Wheat be 5J. or 6o</. 
the Bushel; now if the Rent of that Land whereon it grows 
be the third Sheaf; then of the 6o</. 2od. is for the Land, and 
^od. for the Husbandman’, but if the Husbandman’s Wages 
should rise one eighth part, or from 8</. to grf. per Diem, 
then the Husbandman’s share in the Bushel of Wheat, rises 
from ipod. to 45^. and consequently the Rent of the Land 
must fall from 2od. to i^d. for we suppose the price of the 
Wheat still remains the same; especially since we cannot 
raise it, for if we did attempt it. Com would be brought in 
to us, (as into Holland) from Foreign Parts, where the State 
of Husbandry was not changed” {Political Arithmetick, 
London, 1699 (pp. 193-4). 

* * * 

In Petty is also to be found the first conception of differential 
rent. He derives it not from the different fertility of pieces of 
land of the same size, but from the different location, the 
different distance from the market of pieces of land of equal 
fertility, which, as is known, is one element in differential rent. 
He says: 

“As great need of Money heightens Exchange [interest], 
so doth great need of Cora raise the price of that likewise, 
and consequently of the Rent of the Land that bears Corn,^ 
and lastly of the Land it self; as for example, if the Corn 
which feedeth London, or an Army, be brought forty miles 
together, then the Cora growing within a mile of London, 
or the quarters of such Army, shall have added unto its 
natural price, so much as the charge of bringing it thirty 
nine miles doth amount unto: . . . 

“Hence it comes to pass, that Lands intrinsically alike 
near populous places, such as were the Perimeter of the 

^ Here therefore he says explicitly that the price of com determines rent, it 
being implicit in the earlier analysis that rent does not determine the value 
of com. 
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Area that feeds them is great, will not only yield more Rent 
for these Reasons, but also more years purchase than in 
remote places, by reason of the pleasure and honour extra* 
ordinary of having Lands there” (p. 29). 

Petty also makes mention of the second cause of differential 
rent—the differing fertility of land and therefore the differing 
productivity of labour on equal areas of land: 

“The goodness or badness, or the value of Land depends 
upon the greater or lesser share of the product given for it 
in proportion to the simple labour bestowed to raise the 
said Product” (p. 67). 

Petty’s exposition of differential rent is therefore superior to 
that of Adam Smith. 

In regard to land-rent the following passage, which treats 
surplus value as the consequence of greater productivity of 
labour, is also of importance: 

“Or if the said Shires by greater labour than now is used, 
(as by Digging instead of Ploughing, Setting instead of 
Sowing, picking of choice Seed instead of taking it promiscu¬ 
ously, steeping it instead of using it wholly unprepared, and 
manuring the ground with Salt instead of rotten Straw, &c.) 
could be fertilized, then will the Rent be as much more 
advanced, as the excess of encrease exceeds that of the 
labour” (p. 32). 

By increased labour is here meant the increased price or wages 
of labour. From the Treatise of Taxes and Contributions the 
following should also be noted: 

1. Petty’s idea of total production is shown in the passage: 

“For if there be 1000 men in a Territory, and if 100 of 
these can raise necessary food and rayment for the whole 
1000; if 200 more make as much Commodities as other 
Nations will give either their Commodities or Money for, 
and if 400 more be imployed in the Ornaments, pleasure, 
and magnificence of the whole? if there be 200 Govemours, 
Divines, Lawyers, Physicians, Merchants, and Retailers, 
making in all goo, the question is, since there is food enough 
for this supemumary 100 also, how tliey should come by it? 
whether by begging, or by stealing” (p. 12). 
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2. Petty is much preoccupied with “the natural par” 
between land and labour: 

“Our Silver and Gold we call by several names, as in 
England by Founds, Shillings, and Pence; all which may be 
called and understood by either of the three. But that which 
I would say upon this matter is, that all things ought to be 
valued by two natural Denominations, which is Land and 
Labour; that is, we ought to say, a Ship or Garment is 
worth such a measure of Land, with such another measure 
of Labour; forasmuch as both Ships and Garments were 
the Creatures of Lands and mens Labours thereupon: This 
being true, we should be glad to find out a natural Par 
between Land and Labour, so as we might express the value 
by either of them alone, as well or better than by both, and 
reduce one into the other, as easily and certainly, as we 
reduce Pence into Pounds” (p. 25).^ 

For this reason Petty seeks the true value of land, after he 
has found its monetary expression in rent. 

He uses three measures of value, which run confusedly 
through his writings: 

(a) The magnitude of value, which is determined by equal 
labour time, labour being here regarded as the source of value. 

{b) Value as the form of social labour. From this standpoint 
money appears as the true crystallisation of value, although in 
another passage Petty rejects all the illusions of the monetary 
system. 

(() Labour as the source of exchange value is confused with 
labour as the source of use value; labour here presupposes 
material provided by nature (land). In reality, he cuts across 
the “natural par” between land and labour by describing the 
price of land as capitalised rent—therefore not treating land 
as material provid^ by nature to which concrete labour is 
applied. 

^ So also he says in his Political Anatomy of Ireland', “And this brings me to the 
most important Consideration in Politick Oeconomies viz, how to make a Par 
and Equation between Lands and Labour, so as to express the Value of any thing 
by either alone” (p. 63). In fact, the root problem here is only to reduce the value 
of land itself to labour. 
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The following passages &om D’Avenant are not uncharacteris¬ 
tic of the ideas of surplus value put forward by the Mercan¬ 
tilists: 

“For ’tis the Exportation of our own Product that must 
make England rich; to be Gainers in the Ballance of Trade, 
we must carry out of our own Product, what will purchase 
the Things of Foreign Growth that are needful for own 
Consumption, with some Overplus either in Bullion or 
Goods to be sold in other Countries; which Overplus is the 
Profit a Nation makes by Trade, and it is more or less 
according to the natural Frugality of the People that Export,* 
or as from the low Price of Labour and Manufacture they 
can afford the Commodity cheap, and at a rate not to be 
undersold in Foreign Markets” (D’Avenant, An essay upon 
the probable methods of making a people gainers in the balance of 
trade etc., London, 1699, pp. 45-46). 

“By what is Consum’d at Home, one loseth only what 
another gets, and the Nation in General is not at all the 
Richer; but all Foreign Consumption is a clear and certain 
Profit,” says D’Avenant in his Essay on the East India trade 
(London, 1697, p. 31).* 

This work, which was printed with D’Avenant’s Discourses 
on the Publick Revenues and on the Trade of England (London, 
1698), is not the same as the Considerations on the East India 
Trade (1701) quoted by McCulloch. 

Incidentally, one must not think of these mercantilists as so 
stupid as they were subsequently made out to be by the vulgar 
free traders. 

In the second volume of the Discourses on the Publick Revenues 
just mentioned, D’Avenant says inter alia: 

^ A fruplity which the Dutch but not the English possess, as D’Avenant further 
explains in the work here quoted. 

2 [The same view is expressed in another work on the East India Trade:] 
**Trade confined amongst ourselves, procures little advantage to the Kingdom; 
no more than the buying and selling of Land, one hath more, and another hath 
less; the Owners are changed but the Land is still the same. It is Foreign Trade, 
that is the great Interest and Concern of the Kingdom” {The East India Trade a 
Most Profitable Trade to the Kingdom etc., London, 1677). 
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“Gold and Silver are indeed the Measure of Trade, but 
the Spring and Original of it, in all Nations, is the Natural, 
or Artificial Product of the Country, that is to say, what 
their Land, or what their Labour and Industry produces. 
And this is so true, that a Nation may be suppos’d, by some 
Accident, quite without the Species of Money, and yet, if 
the People are numerous, industrous, vers’d in Traffick, 
skill’d in Sea-Affairs, and if they have good Ports, and a 
Soil fertile in variety of Commodities, such a People will 
have Trade, and gather Wealth, and, they shall quickly get 
among ’em, a plenty of Gold and Silver: So that the real 
and effective Riches of a Country, is its Native Product” 
(p. 15). “Gold and Silver are so far from being . . . the only 
Things that deserve the Name of Treaswre, or the Riches of a Nation, 
that in truth, Money is at Bottom no more than the Counters 
with which Men in their dealings have been accustom’d 
to reckon” (p. i6). “We understand that to be Wealth, 
which maintains the Prince, and the general Body of his 
People, in Plenty, Ease and Safety. We esteem that to be 
Treasure which for the use of Man has been converted from 
Gold and Silver, into Buildings, and Improvements of the 
Country; As also other Things convertible into those Metals, 
as the Fruits of the Earth, Manufactures, or Foreign Com¬ 
modities, and stock of Shipping . . . but even perishable 
Goods, may be held ^ Riches of a Nation, if they arc con¬ 
vertible, tho' not converted into Gold and Silver', and this we 
believe does not only hold between Man and Man, as he 
talks of, but between one Country and another” (pp. 6o-i). 
“And the Common People being the Stomach of the Body 
Politick.” (In Spain this stomach did not accept the money 
in seemly fashion, and did not digest it.) “Trade and 
Manufactures are the only Mediums by which such a 
digestion and distribution of Gold and Silver can be made, 
as will be Nutritive to the Body Politick” (pp. 62, 63). 



3. SIR DUDLEY NORTH AND JOHN LOCKE 


Comparison of the works of North and Locke with Petty’s 
Quaniulumcunque concerning mon^ (1682), A Treatise of Taxes and 
Contributions (1662) and The Political Anatomy of Ireland (1672) 
shows their indebtedness to Petty, especially his views on the 
regulation of the rate of interest and the debasement of money, 
etc. Their works are directly linked with Petty’s writings and 
are based on them. 

North and Locke wrote the works which we deal with here 
at the same time, and prompted by the same occasion. Locke’s 
Some considerations of the consequences of the lowering of interest, and 
raising the value of mon^ appeared in London in i6gi, and in 
the same year North published his Discourses upon Trade 
(London). They represent however opposing standpoints. 
For Locke, the shortage of money is responsible for the high 
rate of interest. North shows on the contrary that it is not 
shortage of money but of capital or revenue [which keeps up 
the rate of interest]. A definite conception of “stock” or 
capital, or rather of money as a pure form of capital, in so far 
as it is not means of circulation, appean for the first time in 
his writings. And Sir Dudley North develops the first correct 
conception of interest, in opposition to Locke’s. 

* * * 

Taking Locke’s theory of labour together with his theory 
of the origin of interest and rent—for in his writings surplus 
value appears only in these specific forms—surplus value is 
nothing other than the labour of another person, surplus 
labour, which land and capital—the conditions of labour- 
enable their possessors to appropriate. And the ownership of a 
greater quantity of means of production than one person can 
put to use with his own labour is, according to Locke, a 
political device which contradicts the law of nature on which 
property or the right to private property is founded. 

The relevant passages are as follows: 
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“Though the earth, and all inferior creatures, be common 
to all men, yet every man has a property in his own person: 
this no body has any right to but himself. The labour of 
his body, and the work of his hands, we may say, are properly 
his. Whatsoever then he removes out of the state that nature 
hath provided, and left it in, he hath mixed his labour with, 
and joined to it something that is his own, and thereby 
makes it his property” {Of Civil Government, Book II, ch. V, 
Works, ed. 1768, II, p. 229). “His labour hath taken it out 
of the hands of nature, where it was common and belonged 
equally to all her children, and hath thereby appropriated 
it to himself” (p. 230). “The same law of nature, that does 
by this means give us property, does also boimd that property 
too.... As much as any one can make use of to any advantage 
of life before it spoils, so much he may by his labour fix a 
property in: whatever is beyond this, is more than his share, 
and belongs to others” (p. 230). “But the chief matter of 
property being now not the fruits of the earth, and the 
beasts that subsist on it, but the earth itself... I think it is 
plain, that property in that too is acquired as the former. 
As much land as a man tills, plants, improves, cultivates, 
and can use the product of, so much is his property. He by 
his labour does, as it were inclose it Irom the common” 
(p. 230). “And hence subduing or cultivating the earth, 
and having dominion, we see are joined together” (p. 231). 
“The measure of property nature has well set by the extent 
of men’s labour and the conveniencies of life: no man’s 
labour could subdue, or appropriate all; nor could his 
enjoyment consume more than a small part; so that it was 
impossible for any man, this way, to intrench upon the 
right of another, or acquire to himself a property, to the 
prejudice of his neighbour. . . . This measure did confine 
every man’s possession to a very moderate proportion, and 
such {ts he might appropriate to himself, without injury to 
any body, in the first ages of the world. . . . And the same 
measure may be allowed still without prejudice to any body, 
as full as the world seems” (pp. 231-2). 

Labour bestows on objects almost their whole value (“value” 
is here equivalent to use value, and labour is taken as concrete 
labour, not as a quantum; but the measuring of exchange 
value by labour is in reality based on the fact that labour 
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creates use value). The remainder of the use value which 
cannot be resolved into labour is the gift of nature and hence 
in its essence common property. What Locke therefore seeks 
to prove is not the contrary, namely, that property can be 
acquired in other ways than by labour, but how, in spite of 
the common property provided by nature, individual property 
has been created by individual labour. 

“For it is labour that puts the difference of value on 
every thing ... of the products of the earth useful to the 
life of man, nine tenths are the effect of labour” (p. 234). 
“It is labour then which puts the greatest part of the value 
upon land” (p. 235). “Though the things of nature are 
given in common, yet man, by being master of himself, 
and proprietor of his own person, and the actions of labour 
of it, had still in himself the great foundation of property” 

(p- 235)* 

One limit to property is therefore the limit of personal 
labour; the other limit is that a man does not accumulate 
more things than he can use. The latter limit however is 
extended, apart from other exchanges, by the exchange of 
perishable products for [a less perbhable product such as 
gold, silver, diamonds, etc., for] money. 

“He might heap up as much of these durable things as 
he pleased; the exceeding of the bounds of his just property^ 
not lying in the largeness of his possession, but the perishing 
of any thing uselessly in it. And thus came in the use of 
money, some lasting thing that men might keep without 
spoiling and that by mutual consent men would take in 
exchange for the truly useful, but perishable supports of 
life” (p. 236). 

Thus arises the inequality of individual property, though 
the limit of personal labour remains. 

“This partage of things in an inequality of private 
possessions, men have made practicable out of the bounds 
of society, and without compact; only by putting a value on 
gold and silver, and tacitly agreeing in the use of money” 
(P- 237)- 

^ Apart from the limits set by his personal labour. 



SIR DUDLEY NORTH AND JOHN LOCKE 20 

We must now compare with this the following p^lssage from 
Locke’s work on interest, not forgetting that according to him 
natural law makes personal labour the limit of property. 

“Let us next sec how it comes to be of the same nature 
with land, by yielding a certain yearly income, which we 
call use, or interest. For land produces naturally something 
new and profitable, and of value to mankind; but money 
is a barren thing, and produces nothing, but by compact 
transfers that profit, that was the reward of one man's labour, into 
another man's pocket. That, which occasions this, is the unequal 
distribution of money; which inequality has the same effect 
too upon land, that it has upon money. . . . For as the 
unequal distribution of land, (you having more than you 
can or will manure, and another less) brings you a tenant 
for your Land; and the same unequal distribution of money 
. . . brings me a tenant for my money: so my money is apt 
in trade, by the industry of the borrower, to produce more than 
six per cent to the borrower, as well as your land, by the 
labour of the tenant, is apt to produce more ihiits, than his 
rent comes to’’ {Some Considerations of the Consequences of the 
lowering of Interest, and raising the Value of Mon^, Folio edn. 
of Locke’s Works, 1740, Vol. II, p. 19). 

In this passage Locke is partly concerned to polemise against 
landed property, by showing that rent differs in no way from 
usury. Both however “transfer that profit, that was the reward 
of one man’s labour, into another man’s pocket,’’ through the 
unequal distribution of the means of production. 

Locke’s analysis is all the more important since he is the 
classical exponent of bourgeois society’s ideas of right in 
opposition to the feudal, and his philosophy moreover served 
all subsequent English economists as the foundation for all 
their ideas. 

* * * 

In his Discourses upon Trade etc. Sir Dudley North is chiefly 
concerned with commercial capital; so far as this is so the work 
is not relevant here, though it shows masterly skill in the field 
with which it deals. It is particularly remarkable that from 
the time of the Restoration of Charles II up to the middle of 
the eighteenth century continual complaints were voiced by 
the landlords over the fall in rentals; following the steady 
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decline from onwards in the price of wheat. Although the 
industrial capitalist class was very much concerned in the 
compulsory reduction in the rate of interest (according to 
Culpepper and Sir J. Child), the real protagonists of these 
measures were the landowners. The value of land and how 
to raise it were made matters of national concern; just as on 
the other hand from about 1760 the rise in rents, in the value 
of land and in the price of corn and other means of subsistence, 
along with the complaints of the industrialists against these 
increases, form the basis of the economic investigations into 
this subject. 

With few exceptions it is the struggle between “moneyed 
interest” and “landed interest” which fills the century from 
1650 to 1750, as the nobility, who lived in the grand style, 
observed with disgust how the usurers were devouring them, 
and, with the building up of the modern credit system and the 
National Debt from the end of the seventeenth century, lording 
it over them in legislation, etc. 

Already Petty speaks of the landowners’ complaints over the 
fall in rents in spite of land improvements. He defends the 
usurer against the landlord, and puts money-rent and land-rent 
on the same footing. 

Locke reduces both to the exploitation of labour. He takes 
the same standpoint as Petty. Both attack the compulsory 
regulation of interest. The landowners had noticed that when 
the rate of interest fell the value of land rose. At a given level 
of rents, the capitalised expression of this level, that is, the value 
of land, falls or rises in inverse relation to the rate of interest. 

The third writer to follow this line of Petty’s is Sir Dudley 
Northy in the work referred to above. 

This is the first form in which capital gets up on its hind legs 
against landed propertyy as in fact the usurer was a principal agent 
in the accumulation of capital, that is, through the share he 
took in the revenues of the landowners. But industrial and 
commercial capital go more or less hand in hand with the 
landowners against this antiquated form of capital. 


^ The question mark is in the original text. What is intended is probably the 
year 1662, when the quarter of wheat cost 74J., a price it never reached again 
for another hundred years.— K, 
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“But as the Landed Man letts his Land, so these still lett 
their Stock” (who possess stock in trade but lack the necessary 
skill, or shirk the trouble to employ it in trade) “this latter 
is call’d Interest, but is only Rent for Stock, as the other is 
for Land.> And in several Languages, hiring of Money, and 
Lands, are Terms of common use; and it is also in some 
Countries in England. Thus to be a Landlord, or a Stock-lord 
is the same thing; the Landlord hath the advantage only in 
this: That his Tenant cannot carry away the Land, as the 
Tenant of the other may the Stock; and therefore Land 
ought to yield less profit than Stock, which is let out at the 
greater hazard” (p. 4). 

Interest: North seems to have been the first to get a correct 
notion of interest, since by stock, as will be seen from the 
passage about to be quoted, he means not only money but 
capital, while Petty also distinguishes between stock and money. 
According to Locke, interest is exclusively determined by the 
quantity of money; this is also Petty’s view. 

“So if there be more Lenders than Borrowers, Interest 
will also fall; wherefore it is not low Interest makes Trade, 
but Trade increasing, the Stock of the Nation makes Interest 
low” (p. 4). 

“Gold and Silver, and, out of them. Money are nothing 
but the Weights and Measures, by which Traffick is more 
conveniently carried on, than could be done without them: 
and also a proper Fund for a surplusage of Stock to be 
deposited in” (p. 16). 

Price and Mon^: Price is nothing but the equivalent of the 
commodity expressed in money—and, when it is a question of 
sale, realised in money—and thus the presentation of the 
commodity as an exchange-value, so that it can then be 
again transformed into a use-value. In this passage we have 
one of the earliest recognitions of the fact that in this connec¬ 
tion what matters is gold and silver as a mere form of existence 
of the exchange-value of the commodity itself, a phase in its 
metamorphosis and not gold and silver as such. North puts 
this very felicitously for his time. 

^ Here, as also in Petty’s writings, it can be seen that in the transition from tbe 
Middle Ages to modern times rent was regarded as the original form of surplus 
value. 
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“What do these People want, who cry out for Money? 
I will begin with the Beggar; he wants, and importunes 
for Money: What would he do with it if he had it? buy 
Bread etc. Then in truth it is not Money, but Bread, and 
other Necessaries for Life that he wants. Well then, the 
Fanner complains, for the Want of Money: surely it is not 
for the Beggar’s Reason, to sustain Life, or pay Debts; but 
he thinks that were more Money in the Country, he should 
have a Price for his Goods. Then it seems Money is not his 
want, but a Price for his Com, and Cattle, which he would 
sell but cannot” (pp. 11-12). 

This lack of buyers can arise from three causes, either 
from an excessive production of com and cattle, or from a 
disappearance of the usual outlets for exports, as in time of 
war, or finally fhsm an insufficient consumption as a result 
of too great p>overty on the part of the consumers. 

The same holds good for merchants and retailers. 
“Money being thus the Common Measure of Buying and 
Selling, every body who hath any thing to sell, and cannot 
procure Chapmen for it, is presently apt to think, that 
want of Money in the Kingdom, or Country is the cause 
why his Goods do not go off: and so, want of Money, is 
the common cry; which is a great mistake” (p. 11). 

Capital is self-expanding value, while in the formation of a 
hoard the aim is the crystallised form of exchange value as 
such. One of the earliest discoveries of tlje classical economists 
is therefore the antithesis between the formation of a hoard and 
the utilisation of money to make profit, that is, the exposition of 
mon^ as capital. 

“No man is richer for having his Estate all in Money, 
Plate, &c. lying by him, but on the contrary, he is for that 
reason the poorer. That man is richest, whose Estate is in a 
growing condition, either in Land at Farm, Money at 
Interest, or Goods in Trade” (p. ii).i “Altho every one 
desires to have it, yet none, or very few care for keeping 
it, but they are forthwith contriving to dispose it; knowing 

* Similarly, John Bellers, in Esscffs about the Poor, Ma«nfaetures, Trade Plantaiiota, 
& Immorality etc., London, 1699, says: “Money neither increaseth, nor is iisefiil, 
but whm it’s part^ with, and as Money is unprofitable to a private Person but 
as he disposeth of it, for something more valuable, so what Money is more than 
of absolute necessity for a home Trade, is dead Stock to a Kingdom or Nation 
and brings no profit to that Country it’s kept in” (p. 13), 
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that from all the Money that lies dead, no benefit is to be 
expected, but it is a certain loss” (p. 21). 

Mon^ as world mon^: 

“A Nation in the World, as to Trade, is in all respects 
like a City in a Kingdom, or Family in a City” (p. 14). 
“In this course of Trade, Gold and Silver are in no sort 
different from other Commodities, but are taken from them 
who have Plenty, and carried to them who want, or desire 
them” (p. 13). 

The quantity of money that can circulate is determined by 
the exchange of commodities. 

“And if never so much be brought from abroad, or never 
so much coyned at home, all that is more than what the 
Commerce of the Nation requires, is but Bullion, and will 
be treated as such; and coyned Money, like wrought Plate 
at second hand, shall sell but for the Intrinsick” (pp. 17-18). 

Landed Property and Trade: 

“The Moneys imployed at Interest in this Nation, are 
not near the Tenth part, disposed to Trading People, 
wherewith to manage their Trades; but are for the most part 
lent for the supplying of Luxury, and to support the Expence 
of Persons, who though great Owners of Lands, yet spend 
faster than their Lands bring in; and being loath to sell, 
choose rather to mortgage their Estates” (pp. 6, 7). 



4 . DAVID HUME AND JOHN MASSIE 


Massie’s anonymous work, An Essay on the governing causes of the 
natural rate of interest; wherein the sentiments of Sir William Petty 
and Mr. Locke, on that head, are considered, appeared in 1750. 
The second part of Hume’s Essays, in which the one “On 
Interest” occurs, appeared in 1752, two years later. Massie 
therefore has priority. Hume attacks Locke only, but Massie 
attacks both Petty and Locke, both of whom still held the 
view that the height of the rate of interest depends on the 
quantity of money, and that in fact what is really lent is money 
(not capital). 

Massie, more decisively than Hume, laid down that interest 
is a mere part of profit. 

Let us begin with the latter. 

[In his Essays, with which we are dealing here, the following 
passage is noteworthy]: “Every thing in the world is purchased 
by labour” {Essays), 2nd edn., London, 1764, I, p. 289). 

[Land rent also appears in Hume’s work as the original 
form of surplus value, interest on capital as the second form. 
Land rent arises, in his view, through the exclusion of large 
sections of the population from the ownership of land. 

“The political authorities and the population of a nation 
breed of necessity inequality in private property, because in 
every law-abiding and numerous community, a part of the 
inhabitants possess a large extent of the land, while others 
are owners of only very small portions, and others are 
deprived of any property at all. Those who possess more 
land than they can cultivate, share it with those who have 
none, on the condition that the cultivators give them a 
portion of the harvest. It is in this way that there is estab¬ 
lished what one can call interest on land, to contrast it 
with interest on money, and it exists in the case of even the 
least civilised of peoples.”] 

The height of the rate of interest depends on the demand on 
the part of the borrowers and the supply on the part of the 
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lenders, or in other words on demand (for) and supply (of) 
money-capital. But essentially it depends on the level of profit 
“arising from commerce” {Essays, London, 1764, p. 329). 

“The greater or less stock of labour and commodities 
must have a great influence; since we really and in effect 
borrow these, when we take money upon interest” (p. 337). 

“No man will accept of low profits, where he can have 
high interest; and no man will accept of low interest, where 
he can have high profits” (p. 335). 

A higher interest rate and a higher profit are both the expres¬ 
sion of the slow progress of trade and indtistry, and not of the 
rarity of gold and silver; and a lower interest rate indicates the 
opposite, [for “High interest arises from three circumstances: 
a great demand for borrowing; little riches to supply that 
demand: and great profits arising from commerce”] (p. 329). 

“In a state, therefore, where there is nothing but a landed 
interest” (or, as he later says, landed gentry and peasants) 
“the borrowers must be very numerous, and the rate of interest 
must hold proportion to it” (p. 330); because wealth which is 
only for enjoyment is driven by boredom to seek pleasures, 
while on the other hand production, except for agriculture, is 
very restricted. The opposite takes place as soon as trade has 
developed. The lust for gain entirely dominates the merchant. 
He “knows no such pleasure as that of seeing the daily increase 
of his fortune.^ And this is the reeison why trade increases 
frugality, and why, among merchants, there is the same 
overplus of misers above prodigals, as, among the possessors 
of land, there is the contrary” (p. 333). 

“An increase of commerce, by a necessary consequence, 
raises a great number of lenders, and by that means produces 
a lowness of interest” (p. 334). 

“Low interest and low profits of merchandize are two 
events, that mutually forward each other, and are both 
originally derived from that extensive commerce, which 
prepuces opulent merchants,, and renders the monied 
interest considerable. Where merchants possess great stocks, 
whether represented by few or many pieces of metal, it 

1 The lust for exchange-value, abstract wealth, is here far greater than that 
for use-values. 
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must frequently happen, that when they either become tired 
of business, or have heirs unwilling or unfit to engage in 
commerce, a great deal of these riches naturally seeks an 
annual and secure revenue. The plenty diminishes the price, 
and makes the lenders accept of a low interest. This con¬ 
sideration obliges many to keep their stocks in trade, and 
rather be content with low profits than dispose of their 
money at an under value. On the other hand, when commerce 
has become very extensive, and employs very large stocks, 
there must arise rivalships among the merchants, which 
d iminis h the profits of trade, at the same time that they 
increase the trade itself. The low profits of merchandize 
induce the merchants to accept more willingly of a low 
interest, when they leave off business, and begin to indulge 
themselves in ease and indolence. It is needless, therefore, to 
enquire which of these circumstances, viz. low interests or low 
profits, is the cause, and which the effect? They both arise 
from an extensive commerce, and mutually forward each 
other. . . . An extensive commerce, by producing large 
stocks, diminishes both interests and profits; and is always 
assisted in its diminution of the one, by the proportional 
sinking of the other. I may add, that as low profits arise 
from the increase of commerce and industry, they serve in 
their turn to the further increase of commerce, by rendering 
the commodities cheaper, encouraging the consumption, 
and heightening the industry. And thus, if we consider the 
whole connection of causes and effects, interest is the true 
barometer of the state, and its lowness is a sign almost 
infallible of the flourishing of a people” (pp. 334'^). 

* * * 

[The following passages from his anonymous work mentioned 
above are typical of Massie’s views:] 

“It appears fi'om these several Extracts, that Mr. Locke 
attributes the Government of the Natural Rate of Interest 
to the Proportion which the Quantity of Money in a Country 
bears to the Debts of its Inhabitants one amongst another, 
and to the Trade of it; and that Sir William Petty makes it 
depend on the Quantity of Money alone” (pp. 14-15). 
Rich People “instead of employing their Money themselves, 
must let it out to other People for them to make Profit of, 
reserving for the Owners a Proportion of the Profits so made: 
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But when the Riches of a Country are dispersed into so 
many Hands, and so equally divided, as not to leave many 
People enough to maintain two Families, by employing it 
in Trade, there can be little borrowing; for £20,000 when 
it belongs to one Man, may be lent, because the Interest of 
it will keep a Family, but if it belongs to ten Men, it cannot 
be lent, because the Interest of it will not keep ten Families” 
(pp. 23-4). 

“All Reasoning about natural Interest from the Rate 
which the Government pays for Money, is, and unavoidably 
must be fallacious; Experience has shown us, they neither 
have agreed, nor preserved a Correspondence with each 
other; and Reason tells us they never can; for the one has 
its Foundation in Profit, and the other in Necessity, the 
former of which has Bounds, but the latter none: The 
Gentleman who borrows Money to improve his Land, 
and the Merchant or Tradesman who borrow to carry on 
Trade, have Limits beyond which they will not go; if they 
can get 10 per Cent, by Money, they may give 5 per Cent, for 
it; but they will not give 10; whereas he who borrows 
through Necessity, has nothing else to determine by, and 
this admits of no Rule at all; the Law cannot govern where 
it prevails; for if it could, the Government would never 
have gone beyond the Rule which is prescribed for private 
Men; but Necessity, whether publick or private, has no 
Law” (pp. 31-2). 

“The Equitableness of taking Interest, depends not upon 
a Man’s making or not making Profit by what he borrows, 
but upon its being capable of producing Profit if rightly 
employed” (p. 49). 

“If that which Men pay as Interest for the Use of what 
they borrow, be a Part of the Profits it is capable of producing, 
this Interest must always be govern’d by those Profits” 
(P- 49 )- 

“What Proportion of these Profits do of Right belong to 
the Borrower, and what to the Lender; and this there is 
no other Method of determining, then by the Opinions of 
Borrowers and Lenders in General; for Right and Wrong 
in this Respect, are only what common Consent makes so” 
(P- 49). 

“This Rule of dividing Profits is not however to be apply’d 
particularly to every Lender and Borrower, but to Lenders 
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and Borrowers in general . . . remarkably great and small 
Gains are tlie Rewards of Skill, and the Want of Under¬ 
standing, which Lenders have nothing at all to do with; 
for as they will not suffer by the one, they ought not to 
benefit by the other. What has been said of particular Men 
in the same Business is applicable to particular Sorts of 
Business” (pp. 50-1). 

“The natural Rate of Interest is governed by the Profits 
of Trade to Particulars” (p. 51). 

Why then does the rate of interest in England to-day amount 
to only 4 per cent, instead of 8 per cent, as it was earlier? 
Because English merchants at that time “were making double 
the Profit that they are making now.” 

Why is the rate of interest 3 per cent, in Holland, 5 and 6 
in France, Germany, Portugal, 9 per cent, in the West and the 
East Indies and 12 per cent, in Turkey? 

“One general Answer will do for the whole, which is, 
that the Profits of Trade in these several Countries differ 
fix)m the Profits of Trade here, and so much as to produce 
all these different Rates of Interest” (p. 51). 

But whence comes the fall in profits? From competition, both 
abroad and at home. 

“Owing either to an Increase of Traders or a Decrease 
of Trade, 1 or to People in Trade lowering the Prices of 
their Commodities upon each other; . . . whether it be 
through Necessity to get some Trade, or through Avarice 
to get most” (pp. 52-3). 

“The Profits of Trade in general, are governed by the 
Proportion which the Num^ of Traders bears to the 
Quantity of Trade” (p. 55). 

In Holland, where the “Number of People employ’d in 
Trade, bears the greatest Proportion to the whole number of 
Inhabitants, . . . Interest is the lowest.” In France, where 
the greatest proportion is the opposite, the rate of interest is 
highest (pp. 55-6). 

“What governs the Proportion between Trade and 
Traders?” (p. 57). 

^ As a result of foreign competition. 
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“The Causes which govern the Proportion between Trade 
and Traders. 

I Natural Necessity. 

II Liberty. 

III The Preservation of Men’s Private Rights. 

IV Publick Safety” (p. 58). 

“There are no two Countries which furnish an equal 
Number of the Necessaries of Life in equal Plenty, and with 
the same Quantity of Labour; and that Mens Wants increase 
or diminish with the Severity or Temperateness of the 
Climate they live in; And consequendy, the Proportion of 
Trade which the Inhabitants of different Countries are 
obliged to carry on through Necessity, cannot be the same, 
nor is it practicable to ascertain the Degree of Variation 
further than by the Degrees of Heat and Cold; from whence 
one may make this general Conclusion, that the Quantity 
of Labour required for the Maintenance of a certain Number 
of People is greatest in cold Climates, and least in hot 
Ones; for in the former. Men not only want more Cloaths, 
but the Earth more cultivating, than in the latter” (p. 59). 

“One kind of Necessity” (of Trade) “which is peculiar to 
Holland, and this arises from the Country being over¬ 
peopled; which, with the great Labour required to fence 
and drain their Land, makes their Necessity to trade greater 
than it is in any other Part of the habitable World” (p. 60). 

Even more definitely than Hume, Massie presents interest 
as a mere part of profit. Both attribute the fall in interest 
rates to the accumulation of capitals (Massie specially mentions 
saving), and the fall in profits resulting therefrom. Both say 
equally little about the origin of commercial profit itself. 



6. SIR JAMES STEUART 


All economists share the error of not considering surplus 
value as such in its pure form, but in the specific forms of 
profit and rent. The theoretical errors that must necessarily 
arise from this will be shown later, in the analysis of the 
great change in form assumed by surplus value as profit. 

Before the Physiocrats^ surplus value—that is, profit, in the 
form of profit—^was explained purely by exchange^ the sale of 
the commodity above its value. On the whole Sir James 
Steuart did not get beyond this shallow view; he must rather 
be regarded as the man who reproduced it in scientific form. 
I say “scientific”, for Steuart does not share the illusion that 
the surplus value which accrues to the individual capitalist 
when he sells the commodity above its value is the creation of 
new wealth. He therefore distinguishes between positive profit 
and relative profit. 

*^Positive profit, implies no loss to anybody; it results from 
an augmentation of labour, industry, or ingenuity, and has 
the effect of swelling or augmenting the public good . . . 
Relative profit, is what implies a loss to somebody; it marks 
a vibration of the balance of wealth between parties, but 
implies no addition to the general stock. . . . The cornpound 
is easily understood; it is that species of profit and loss which 
is partly relative and partly positive . . . both sides may subsist 
inseparably in the same transaction” [Principles of Political 
Economy, The Works of Sir James Steuart. Ed. by General 
Sir James Steuart, his son etc. in 6 Volumes, London, 1805, 
I, pp. 275-6). 

Positive profit arises out of the “augmentation of labour, 
industry, or ingenuity.” Steuart does not attempt to give any 
account of how it arises out of this. The further statement that 
this profit has the effect of increasing and swelling “the public 
good” seems to indicate that Steuart means by it nothing more 
than the greater mass of use-values, which are created as a 
result of the development of the productive powers of labour, 
and that he conceives this positive profit as quite distinct 
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£rom capitalists’ profit, which always presupposes an increase 
of exchange value. This interpretation is completely confirmed 
by his further exposition. He says in particular: 

“In the price of goods, I consider two things as really 
existing, and quite different from one another; to wit; the 
real value of the commodity, and the profit upon aliena¬ 
tion” (p. 244). 

The price of goods comprises therefore two elements which 
are quite different from each other: Firstly their real value, 
secondly, the “profit upon alienation”, the profit which is 
realised through their being transferred to another, their sale. 
This “profit upon aliena,tion” arises therefore out of the fact 
that the price of the goods is greater than their real value, or 
that the goods are sold above their value. Gain on the one side 
therefore always involves loss on the other. There is no addition 
to the general wealth. Profit, that is, surplus value, is relative 
and resolves itself into a vibration of the balance of wealth 
between the parties. Steuart himself rejects the idea that 
surplus value can be explained in this way. His theory of the 
“vibration of the balance of wealth between the parties”, 
however little it concerns the nature and origin, of surplus 
value itself, remains important in considering the distribution 
of surplus value among the different classes and the different 
categories of profit, interest and rent. 

That Steuart limits all profit of individual capitalists to this 
“relative profit”, the profit obtained through alienation, is 
shown by the following: 

“The first thing to be known of any manufacture when it 
comes to be sold, is, by how much of it a person can perform, 
upon an average only, in a day, a week, a month. . . .” 

“The second thing to be known, is the value of the work¬ 
man’s subsistence and necessary expence, both for supplying 
his personal wants, and providing the instruments belonging 
to Im profession, which must be taken upon an average as 
above;” 

“The third and last thing to be known, is the value of 
the materials” (pp. 244-5). 

“These three articles being known, the price of manufac¬ 
ture is determined. It cannot be lower than the amount of 
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edl the three, that is, than the real value; whatever it is 
higher, is the manufacturer’s profit. This will ever be in 
proportion to demand, and therefore will fluctuate according 
to circumstances.” 

“Hence appears the necessity of a great demand, in order 
to promote flourishing manufactures . . . the industrious, 
who regulate their living and expence according to their 
certain profit” (pp. 245-6). 

From this it is clear that: The profit of the “manufacturers”, 
of the individual capitalists, is always “relative profit”, always 
“profit upon alienation”, always derived from the excess of 
the price of the commodity over its real value, its sale above 
its value. If therefore all commodities were sold at their value, 
no profit would exist. 

Steuart wrote a special chapter on this question, examining 
in detail “how profits consolidate into prime cost” (Vol. Ill, 
p. 11). 

Steuart on the one hand rejects the concept of the Monetary 
and Mercantilist systems, according to which the sale of the 
commodity above its value, and the profit arising therefrom, 
created surplus value, a positive increase in wealth.^ On the 
other hand he clings to their view that the profit of the indivi¬ 
dual capital is nothing but the excess of the price over the 
value, the “profit upon alienation”, which however according 
to him is only relative, since the gain on the one side is compen¬ 
sated by the loss on the other, and its movement is, therdbre, 
nothing but “a vibration of the balance of wealth between the 
parties”. 

In this respect Steuart is as it were the rational exponent of 
the Monetary and Mercantilist systems. 

His service to the theory of capital is that he shows how the 
process of separation takes place between the conditions of 
production, as the property of definite classes, and labour- 
power. He gives a great deal of attention to this process of the 
birth of capital—^without as yet having the direct concept of 

^ Even the Monetary system, however, does not assume that this profit arises 
within a country, but only in exchange with other countries. In the Mercantilist 
System it is further assumed that this value is represented in money (raid and 
silver), and the surplus value is therefore expressed in the balance of tram;, which 
is settled with money. 
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it as capital, although he sees it as a condition for large-scale 
industry. He examines the process principally in agriculture; 
and he correctly presents the rise of manufacturing industry 
proper as dependent on this prior process of separation in 
agriculture. In Adam Smith’s works this process of separation 
is assumed as already completed. 

Steuart*s book appeared in 1767 in London. Turgot’s 
[R^xions sur la fomaiim et la distribution des rickesses] in 1766 
in Paris, Adam Smith’s [Inquiiy into the nature and the causes of 
the wealth of Jfations] in 1776 in London. 



6. THE GENERAL CHARACTER OF THE PHYSIOCRATIC 

SYSTEM 


The analysis of capital, within the bourgeois horizon, is 
essentially the work of the Physiocrats. It is this service which 
makes them the true fathers of modem economics. In the first 
place, their analysis of the various material components in which 
capital exists during the labour process, and into which it is 
divided. It is not a matter of reproach to the Physiocrats that, 
like all their successors, they conceived these material forms 
of existence, such as tools, raw materials, etc., in isolation 
from the social conditions in which they appear in capitalist 
production; in a word, in the form in which they are elements 
of the labour process in general, independently of their social 
form as capital—and thereby made of the capitalist form of 
production an eternal, natural form of production. To them 
the bourgeois forms of production necessarily appeared to be 
its natural forms. It was their great merit that they conceived 
these forms as physiological forms of society: as forms arising 
out of the natural necessity of production itself, forms indepen¬ 
dent of the will or of politics, etc. They are material laws. 
The error of the Physiocrats is only that they regard the 
material law of a definite historical stage of society as an abstract 
law governing equally all forms of society. 

In addition to this analysis of the material elements of which 
capital consists during the labour process, the Physiocrats 
examined the forms which capital assumes in circulation 
(fixed capital, circulating capital, even though they give them 
other names), and in general the connection between the 
process of circulation and the process of reproduction of capital. 
We shall come back to this in the chapter on circulation. 

In these two principal points Adam Smith inherited the 
legacy of the Physiocrats. His contribution—^in this connec¬ 
tion—is limited to defining the abstract categories and to 
bestowing more precise names on the different forms analysed 
by the Physiocrats. 

The general condition for the development of capitalist 
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production is, as we saw, that labour power, as a commodity 
belonging to the workers, should confront the conditions of 
labour as conunodities existing independently of it and main¬ 
tained in the essential form of capital. As a commodity, it is 
essential to determine the value of labour power. This value is 
equal to the labour time required to produce the means of 
subsistence necessary for the reproduction of labour power, or 
to the price of the means of subsistence necessary for the 
existence of the worker as a worker. Only on this basis does 
the difference arise between the value of labour power and its 
profitable utilisation, a difference which exists with no other 
commodity, since there is no other commodity whose use value, 
and therefore also whose actual use, can raise its exchange 
value or the exchange value resulting from its use. The concep¬ 
tion of the value of labour power as something fixed, as a 
given magnitude—as indeed it is in practice in each definite 
case—^is therefore one of the foundations of modem political 
economy, whose business is the analysis of capitalist production. 
The minimum level of wages correctly, therefore, forms the 
pivotal point of physiocratic doctrine. They were able to 
establish this, although they had not yet recognised the nature 
of value itself, because this value of labour power reveab itself 
in the price of the necessary means of subsistence, and therefore 
in a sum of definite use-values. Consequently, without being 
in any way clear as to the nature of value, they could take the 
value of labour power, in so far as it was necessary for their 
investigations, as a definite magnitude. If they made the further 
mistake of conceiving the wage as an unchangeable amount, 
in their view entirely determined by nature—^and not by the 
stage of historical development, a magnitude itself subject to 
fluctuations—this in no way affects the abstract correctness of 
their conclusions, since the diflerence between the value and 
the profitable use of labour power does not in any way depend 
on whether the value is assumed to be great or small. 

The Physiocrat themselves transferred the investigation 
into the origin of surplus value from the sphere of circulation 
into the sphere of direct production, and thereby laid the 
foimdation for the analysis of capitalist production. 

Qiiite correctly they lay down the fundamental principle 
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that only that labour is productive which creates surplus value; 
in whose product therefore a higher value is contained than 
the sum of the values consumed during the production of this 
product. Since the value of raw and other materials is given, 
while the value of the labour power is equal to the wage, this 
surplus value can evidently only consist in the excess of labour 
which the worker gives back to the capitalist over and above 
the quantity of labour that he receives in his wage. It is true 
that it does not appear in this form in the Physiocrats, because 
they have not yet reduced value in general to its simple 
substance—^the quantity of labour or labour time. 

Their method of exposition is, of course, necessarily governed 
by their general view of the nature of value, which to them is 
not a definite social form of existence of human activity 
(labour), but consists of material things—^land, nature, and 
the various modifications of these material things. 

The difference between the value of labour power and the 
veUue created by its use —that is, the surplus value which the 
purchase of labour power secures for the person who sets it 
to work—^appears most tangibly, most incontrovertibly, of all 
branches of production, in agriculture, primary production. 
The sum total of the means of subsistence which the worker 
consumes from one year to another, or the mass of material 
substance which he consumes, is smaller than the sum total 
of means of subsistence which he produces. In industry 
generally the worker is not found directly reproducing his 
means of subsistence, or directly producing the surplus over 
his means of subsistence. The process is mediated through 
purchase and sale, through the various acts of circulation, and 
the analysis of value in general is required for it to be under¬ 
stood. In agriculture it shows itself directly in the surplus of 
use values produced over use values consumed by the worker, 
and can therefore be grasped without an analysis of value in 
general, or a clear understanding of the nature of value. 
This is true even when value is reduced to use value, and this 
latter to material substance in general. Agricultural labour is 
therefore for the Physiocrats the only productive laboiu*, 
because it is the only labour which creates a surplus value, 
and land rent is the only form of surplus value which they recognise. 
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The worker in industry, they find, docs not increase the material 
substance 5 he only changes its fbrm> The raw material the 
T pass of material substance—is given to him by agriculture. 
Admittedly he adds value to the material, not through his 
labour, but through the production costs of his labour; through 
the sum of means of subsistence which he consumes in the 
course of his labour, equivalent to the wage, which he receives 
from agriculture. Because agricultural labour is conceived as 
the only productive labour, the form of surplus value which 
distinguishes agricultural from industrial labour, land rent, is 
conceived as the only form of surplus value. Profit on capital 
in the true sense, of which land rent itself is only an offshoot, 
therefore does not exist for the Physiocrats. Profit appears to 
them only as a kind of superior wage, paid by the landowners, 
which the capitalists consume as revenue (and which, therefore, 
enters into their cost of production in the same way as the 
wages of ordinary workers), and which increases the value of 
the raw material, because it enters into the consumption costs 
which the industrialist (capitalist) consumes, while he is 
producing the product, transforming the raw material into a 
new product. Surplus value in the form of interest on money— 
another offshoot of profit—^is therefore declared by one group 
of Physiocrats, such as the elder Mirabeau, to be usury and 
contrary to nature. Tmgot on the other hand justifies it on 
the grotmd that the money capitalist could buy land, that is, 
rents, and that therefore his money capital must bring him as 
much surplus value as he would receive if he transformed it 
into land^ property. On this basis, therefore, interest too is 
not a newly created value, is not surplus value: all that is 
done is to explain why a part of the surplus value won by the 
landowners finds its way to the money capitalists in the form 
of interest; just as other grounds arc given to explain why a 
part of that surplus value accrues to the industrial capitalists 
in the form of profit. Because agricultural labour is the only 
productive labour, the only labour which creates surplus 
value, the Jbrm of surplus value which distinguishes agricultural 
fixjm all other branches of labour, land rent, is tiu general form 
of surplus value. Industrial profit and interest on money arc 
only different categories into which land rent is divided and. 
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in deBnite portions, passes from the hands of the landotvners 
into those of other classes. This is the direct opposite of how 
it is treated by the later economists since Adam Smith, as they 
correctly see industrial profit as the form in which surplus value 
is originally appropriated by capital, that is, as the primary 
general form of surplus value; so that interest and land rent 
represent only branches of industrial profit which are distri¬ 
buted by the industrial capitalists to various classes who are 
co-owners of surplus value. 

In addition to the reason already given—that agricultural 
labour is labour in which the creation of surplus value appears 
in material and tangible form—and leaving out of account the 
processes of circulation, the Physiocrats had several other 
reasons which explain their view. 

First, because in agriculture land rent appears as a third 
element, as a form of surplus value which does not occur in 
industry or only to a negligible degree. It was surplus value 
over and above surplus value (profit), and so the most palpable 
and striking form of surplus value, surplus value to the second 
power. As Karl Amd, the home-bred economist, says: 

“By means of agriculture, a value is created—in land- 
rent—which docs not occur in industry and trade: A value, 
which remains over, when the return to the labour and 
capital that have been employed, has been met” (D»> 
natwgmasse Volkswirthschaft, gegetr&ber dm Monopoliengeist und 
dm Kovmumstnus, Hanau, 1845, pp. 461-2). 

Secondly: If one ignores foreign trade—as the Physiocrats 
correctly did and had to do in an abstract study of bourgeois 
society—^it is then clear that the number of workers employed 
in industry etc. and completely released fix>m agricultiu'e— 
the number of “free hands” as Steuart calls them—^is fixed by 
the quantity of agricultural products which the agricultural 
workers produce over and above their own consumption. 

“It is obvious that the relative numbers of those persons 
who can be maintained without agricultural la^ur, must 
be measured wholly by the productive powers of the culti¬ 
vators” (R. Jones, An Essay on the Distribution of Wealth, 
London, 1831, p. 159). 
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Since agricultural labour thus forms the natural basis not 
only for surplus labour in its own sphere but also for the 
independent existence of all other branches of labour, and 
therefore also for the surplus value created in them it is clear 
that it had to be conceived as the creator of surplus value, so 
long as definite, concrete labour, not abstract labour and its 
measure, labour time, was regarded as the substance of value. 

Thirdly: All surplus value, not only relative but absolute, 
depends on a given productivity of labour. If the productivity 
of labour were only developed to such a degree that a man’s 
labour time was only sufiicient to keep him alive, to produce 
and reproduce his own means of subsistence, then there would 
be no surplus labour and no surplus value, and there would 
be absolutely no difference between the value of labour power 
and the value created by its use. The possibility of surplus 
labour and of surplus value is conditioned therefore by a 
certain degree of productivity, a productivity which enables 
labour power to reproduce more than its own value, to produce 
in excess of the necessities required by its life process. And 
indeed—as we saw in the second point above—this degree of 
productivity, which serves as a starting-point, must first be 
present in agricultural labour. It appears therefore as a 
of nature, a productive power of nature. Here, in agriculture, from 
the very beginning, co-operation with the powers of nature 
existed on a large scale, the increase of human labour power 
by the application and exploitation of natural forces which 
acted like an automatic machine. This extensive use of the 
forces of nature appears in industry only with the development 
of large-scale industry. A definite stage in the development of 
agriculture, whether in the country concerned or in other 
countries, is the basis for the development of capital. Up to 
this point absolute surplus value coincides with relative. 

This is stressed by Buchanan—a great opponent of the 
Physiocrats—even against Adam Smith; he attempts to prove 
that such an agricultural development also preceded the rise 
of modem town industry. 

Fourthly: Since it was the great and specific contribution of 
the Physiocrats to derive value and surplus value not firom 
circulation but fixjm production, in contrast to the monetary 
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and mercantilist system they necessarily began with that 
branch of production which can be thought of as completely 
separate from and independent of circulation and exchange, 
and which presupposes exchange not between man and man 
but only between man and nature. 

It is in fact the first system which analyses capitalist produc¬ 
tion, and it presents the conditions within which capital is 
produced, and within which capital produces, as eternal 
natural laws of production. On the other hand, this system 
has more the character of a bourgeois reproduction of the 
feudal system, the domination of landed property; and the 
industrial spheres, within which capital first develops indepen¬ 
dently, are depicted rather as “unproductive” branches of 
labour, mere appendages of agriculture. The first condition 
for the development of capital is the separation of ownership 
of land from labour—so that land, that primary condition of 
labour, emerges as an independent force in the hands of a 
separate class, over against the free labourer. In the Physio¬ 
crats’ account, therefore, the owner of land appears as the 
true capitalist, that is, as the appropriator of surplus value. 
Feudalism is thus reproduced and explained in the guise of 
bourgeois production; agriculture becomes that branch of 
production in which capitalist production—that is, the produc¬ 
tion of surplus value—exclusively appears. While feudalism is 
thus made bourgeois, bourgeois society is given a semblance 
of feudalism. This semblance deceived Dr. Qpesnay’s followers 
among the nobility, including the crotchety and patriarchal 
Mirabeau the elder. Among the later leaders of the Physiocrats, 
especially Turgot, this semblance disappears completely, and 
the Physiocratic system is presented as the new capitalist 
society forcing its way through within the framework of feudal 
society. It corresponds therefore with bourgeois society in the 
period when the latter breaks its way out from the feudal 
order. The starting point is therefore in France, a predominandy 
agricultural country, not in England, a predominandy indus- 
triid, commercial and seafaring country. In the latter country 
attention was naturally focussed on circulation, on the fact 
that the product first receives value, becomes a commodity, 
as the embodiment of general social labour, through its 
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transformation into money. In so far therefore as what is in 
question is not the form of value, but the amount of value 
and the increase of value, it is here that the “profit upon 
alienation”—that is, the relative profit described by Steuart— 
is to be found. But if the creation of surplus value in the sphere 
of production itself is to be established, it is necessary to go 
back in the first place to that branch of production in which 
it appears independently of circulation, that is, to agriculture. 
The initiative for this study therefore developed in a pre¬ 
dominantly agricultural country. Ideas related to those of the 
Physiocrats are to be found here and there in the works of 
earlier writers, partly in France itself, Boisguillebert for 
example. But these ideas become an epoch-making system 
first with the Physiocrats. 

The agricultural worker, assigned the minimum of wages, 
the strict ndeessaire, reproduces more than this strict rUcessaire, 
and this excess is land rent, the surplus value which is appropri¬ 
ated by the owner of the fundamental condition of labour— 
nature, the land. Thus the Physiocrats did not say: the worker 
works over and above the labour time necessary for the 
reproduction of his labour power; the value which he produces 
is therefore greater than the value of his labour power; or the 
labour which he gives is greater than the quantity of labour 
which he receives in the form of wages. What they say is: the 
sum of use values which he consumes during the period of 
production is smaller than the sum of use values which he 
creates, and so there remains a surplus of use values. If he 
worked only for the time required for the reproduction of his 
own labour power, no surplus would be left over. But [they 
did not carry their reasoning through to this conclusion]; 
they only got to the point of establishing that the productivity 
of the earth enables the worker in his day’s work—^which is 
taken as something fixed—to produce more than he needs to 
consume in order to continue to exist. This surplus value 
appears therefore as a of Nature, through whose joint action 
[on] a certain quantity of organic material—^plant-seeds, and 
aninuils—labour is enabled to transform more inorganic 
material into organic. On the other hand, it is also taken for 
granted that the landowner confronts the worker as a capitalist. 
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He pays him for his labour power, which the worker offers 
him as a commodity, and in return not only receives an equiva¬ 
lent, but appropriates to himself the increased value arising 
from the use of this labour power. The mutual alienation of 
the material conditions of labour and of labour power itself 
are presupposed in this exchange. The feudal landowner is 
the starting point, but he makes his appearance as a capitalist, 
as a mere owner of commodities, who makes profitable use of 
the goods exchanged by him for labour, receiving in return 
not only their equivalent but a surplus in excess of this equiva¬ 
lent, because he pays for the labour power only as a commodity. 
He confronts the free labourer as the owner of commodities; 
or in other words, this landowner is in essence a capitalist. 
In this respect also the Physiocratic system hits the mark, in 
so far as the separation of the labourer ih>m the land and 
from the ownership of land is a fundamental condition for 
capitalist production and the production of capital. 

There are therefore contradictions in this system. While it 
was the first to explain surplus value by the appropriation of the 
labour of others, and even to base this appropriation on the 
exchange of commodities, it did not sec that value in general 
is a form of social labour, and that surplus value is surplus 
labour. On the contrary, it conceived value merely as use 
value, merely as material substance, and surplus value merely 
as a gift of nature, which returns to labour, in place of a given 
quantity of organic matter, a greater quantity. On the one 
hand it stripped land rent—that is, the true economic form of 
landed property—^from its feudal wrapping, and reduced it 
to pure surplus value in excess of the worker’s wage. On the 
other hand, it explains this surplus value still as if it were 
feudal, derived fium nature and not from society, fi’om man’s 
relation to the land and not from his social relations. Value 
itself is reduced to mere use value and consequently into 
something material. And yet again the only thing that matters 
in this material substance is its quantity—the excess of the use 
values produced over those consumed; that is, the purely 
quantitative relation of the use values to each other, and 
therefore once again, in the last resort, their mere exchange 
value, which resolves itself ultimately into labour time. 
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All these are the contradictions of capitalist production when 
it is working its way out of feudal society and only interprets 
feudal society itself in a rather more bourgeois way, without 
having yet discovered its own peculiar form—somewhat in the 
same way as philosophy first builds itself up out of the 
religious form of consciousness, and thereby on the one hand 
destroys religion as such, while on the other hand, in its positive 
content, it still moves only within this religious sphere, which 
is now idealised, reduced to terms of thought. 

For this same reason, in the conclusions which the Physio¬ 
crats themselves draw, the ostensible veneration of landed 
property becomes transformed into the economic negation of it, 
and the affirmation of capitalist production. All taxes are 
transferred on to land rent, or, in other words, landed property 
is partially confiscated, which is what the legislation of the 
French Revolution, in spite of the protests of Roederer and 
others, sought to carry through; and which is also the final 
outcome of the modem, more fully developed economics of 
Ricardo. Taxes are entirely passed on to land rent, because it 
is the sole form of surplus value and therefore all taxation of 
other forms of income ultimately falls only on landed property— 
but indirectly, and therefore only in an economically harmful 
way, one which hinders production. With this exclusive taxation 
of landed property, taxes, and along with them all forms of 
State intervention, are removed from industry itself, and the 
latter is thus freed from all intervention by the State. This is 
ostensibly done for the benefit of landed property, not in the 
interests of industry. 

Connected with this is laissez-faire, laissez-aller, unhampered 
free competition, the removal from industry of all interference 
by the State and monopolies, etc. Since industry, as the 
Physiocrats see it, creates nothing, but only changes the 
values given to it by agriculture into other forms; since it adds 
to these values no new value, but only returns in equivalent 
value though in altered form the value supplied to it, it is 
naturally desirable that this process of transformation should 
proceed without hindrances and in the cheapest way, and this 
will only be realised through free competition, in which 
capitalist production is lefi; to itself. Thus the emancipation of 
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bourgeois society from the absolute monarchy set up on the 
ruins of feudal society takes place only in the interests of a 
feudal landowner transformed into a capitalist and bent solely 
on enrichment. The capitalists are only capitalists in the 
interests of landed property, just as economics in its later 
development would have them be capitalists only in the 
interests of the working class. 

It is therefore evident how little modem economists such as 
Eugen Daire (who published the works of the Physiocrats 
and wrote a prize essay on them), understood the Physiocrats, 
when they treated their specific theories—about agricultural 
labour as the sole productive labour, land rent as the only 
form of surplus value, and the landowner’s outstanding role 
in the system of production—as if they had no connection 
with and were only fortuitously associated with their proclama* 
tion of free competition, with the principle of large-scale 
industry and capitalist production. It is also imderstandable 
that the feudal semblance of this Physiocratic system, with the 
aristocratic tone of its exposition, was bound to win a mass of 
feudal lords as enthusiastic supporters and exponents of a 
system which, in its essence, proclaimed the rise of the bourgeois 
system of production on the ruins of the feudal. 

Hi * * 

There were contradictions in this system taken as a whole. 
Among others, Quesnay was for the absolute monarchy. 

“There can be only one supreme power. . . . The system 
of coimter-balances in a government is ruinous. It indicates 
friction among the leaders and the suppression of the 
masses” (“Maximes Gen^rales du gouvemement economique 
d’un Royaume Agricole,” Phj/siocrates, ed. Daire, I, p. 8i). 

Mercier de la Riviere says: 

“Because of the fact that man is intended to live in a 
community, he is intended to live under a despotism” 
{Ordre naturel et essentiel des socidtds poHHques, 1767, I, p. 280). 

And then the “Friend of the People”, the Marquis de 
Mirabeau—^Mirabeau the Elder! It was precisely this school, 
with its laissez-faire, laissez-aUer, that overthrew Golbertism 
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and all forms of government interference in the activities of 
bourgeois society. It allowed the State to live on only in the 
pores of this society, as Epicurus placed his Gods in the pores 
of the world! 

Then Turgot himself, the radical bourgeois minister who 
prepared the way for the French Revolution. With all their 
false semblance of Feudalism, the Physiocrats worked hand-in- 
hand with the Encyclopaedists. 

We shall come back later to the great service rendered by 
the Physiocrats in connection with the analysis of capital. 
However, for the history of the theory of surplus value the 
result is: According to the Physiocrats, surplus value is due to 
the productivity of a special form of labour, agriculture. And 
this special productivity is in its entirety attributable to nature 
herself. 


* * * 

In the Mercantile System surplus value is only relative; 
what one wins the other loses. “Profit upon alienation”, 
“oscillation” or “vibration of the balance of wealth between 
different parties”. In the interior of a country, therefore, 
considered in relation to the total capital, no creation of 
surplus value actually takes place. It can arise only in the 
relations of one nation to other nations. And the surplus, which 
one country realises over the other, manifests itself in money 
(balance of trade), simply because money is the direct and 
independent form of exchange value. As against this—since 
the Mercantile System denies in fact the creation of absolute 
surplus value—^the Physiocrats attempt to explain this latter as 
net product— net. And since the surplus product is fixed 
in their minds as a use value, they see agriculture as the sole 
creator of it. 

Jdrdme A. Blanqui {Histoire de VEconmie Politique, Brussels, 
1839, p. 139) says of the Physiocrats: 

“Labour applied to the cultivation of the soil produced 
not only the wherewithal to maintain itself throughout the 
entire duration of the task, but also an excess of value which 
could be added to the mass of already existing wealth. They 
called this excess the produit net" (surplus product, thus 
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conceiving surplus value in the form of the use values in 
which it reveals itself). “The ‘produit net’ ought necessarily 
to belong to the owner of the land and constituted in his 
hands a revenue fully at his disposal. What then was the 
produit tut of the other industries? . . . manufacturers, mer¬ 
chants, workmen, all were the servants, the employees 
{salarUs) of agriculture, sovereign creator and dispenser of all 
wealth. The products of the labour of these latter represented 
in the system of the Economistes only the equivalent of what 
they had consumed during the task, so that after their work 
was completed, the sum total of wealth was absolutely the 
same as before, unless the workmen or the masters had 
placed in reserve, that is to say saved, what they had the 
right to consume. Thus, then, labour applied to the soil 
was the only labour productive of wealth, and labour in 
other industries was regarded as sterile, because no increase 
in the general capital resulted fi’om it.” 

Thus the Physiocrats see the production of surplus value as 
the essence of capitalist production. They were concerned to 
explain this phenomenon. And this was the problem, after 
they had rejected the profit arising on alienation {profit 
d’expropriation) of the Mercantile System. 

“In order to acquire money, one must buy it, and, after 
this purchase, one is no richer than one was before; one has 
simply received in money the same value that one has given 
in commodities” (Mercier de la Rivi^e, Ordre naturel et 
essentUl des sociitis politiques, 1767, II, p. 338). 

This holds good equally for purchase as for sale, as also for 
the outcome of the entire metamorphosis of the commodity, 
or for the result of the exchange of different commodities at 
their value, that is, the exchange of equivalents. Whence, 
therefore, comes surplus value, that is, whence comes capital? 
This is the problem for the Physiocrats. Their error flows fix>m 
the fact that they confused the increase of material substance, 
which as a result of natural growth and reproduction distin¬ 
guishes agriculture and stock-raising from manufacture, with 
the increase of exchange value. Use value was the basis from 
which they started out. And the use value of all commodities 
reduced to a universal commodity, as the scholastics say, was 



THE PHYSIOCRATIC SYSTEM 57 

natural substance as such, whose increase in the same form 
occurs only in agriculture. 

* * * 

The rise of the Physiocrats was connected with both the 
opposition to Colbertism, and particularly also with the 
huUabaloo over John Law’s system. 

Among the direct historical circumstances which helped 
the spread of the Physiocratic system and even its rise, J. A. 
Blanqui mentioned in the work previously quoted: 

“Of aU the industrial values, which shot up in the fetid 
atmosphere of the system [Law’s], nothing remained except 
ruin, desolation and bankruptcy. Landed property alone 
did not go under in the storm.' In fact it improved its 
position by changing hands and subdividing itself on a large 
scale, perhaps for l^e first time since feudalism” (p. 138). 
In particular: “The innumerable changes of ownership, 
which were effected under the influence of the system, began 
the process of division of property. . . . Landed property 
arose for the first time from the condition of torpor in which 
the feudal system had kept it for so long. This constituted 
a veritable renaissance for agriculture.... It [i.e., the land] 
passed now from out of a condition of mortmain and came 
again into circulation” (pp. 137-8). 

^ For this reason Mr. Proudhon in his Philosophic de la Mishe makes “landed 
property” also come after “credit.” 
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We shall now examine a number of passages, partly for the 
sake of clarification, partly in proof of the statements made 
above. 

According to Quesnay himself, in the Analyse du Tableau 
Economique (Versailles, 1758), the nation consists of three 
classes of citizens, 

“The productive class (agricultural workers), the class 
of landowners and the sterile class, or all citizens who are 
occupied with tasks and labour other than agriculture” 
{Physiocrates, etc., ed. Daire, Paris, 1846, I, p. 58). 

Only the agricultural workers, not the landowners, appear 
as the productive class and as the class which creates surplus 
value. The importance of the landowning class, which is not 
“sterile”, since it represents surplus value, is not due to its 
being the creator of surplus value but solely to the fact that it 
appropriates this surplus value. 

In Turgot we find the Physiocratic doctrine in its most 
developed form. With him for the first time the product, the 
“pure gifl of nature”, is presented in occasional passages as 
surplus value, while on the other hand the necessity for the 
worker to give up that part of his product which is over and 
above his wage is explained by the divorce of the worker from 
the conditions of his labour, and then by these confronting 
him as the private property of a class which uses this property 
as a means to a profitable deal. 

The first reason why agricultural labour alone is productive 
lies in the fact that it forms the natural basis and necessary 
condition for the independent functioning of all other forms 
of labour. 

“His (i.e. the Husbandman’s) labour, in the sequence of 
the labours divided among the different members of the 
society retains the same primacy, the same pre-eminence, 
as the labour which provided his own food had among the 
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different kinds of labour which, when he worked alone, he 
was obliged to devote to his different kinds of wants. We 
have here neither a primacy of honour nor of dignity; it is 
one of physical necessity. . . . What his labour causes the 
land to produce beyond his personal wants is the only fund 
for the wages which all the other members of the society 
receive in exchange for their labour. The latter, in malting 
use of the price of this exchange to buy in their turn the 
products of the Husbandman, only return to him exactly 
what they have received from him. We have here a very 
essential difference between these two kinds of labour” 
{Reflexions sur la Formation et la Distribution des Richesses, 1766, 
Turgot, ed. Daire, Paris, 1844, I, pp. 9, 10). 

How then does surplus value arise? It does not arise in 
circulation, but is realised there. The product is sold for its 
value, not above its value. There is no excess of price over 
value. But because it is sold for its value, the seller realises 
a surplus value. This is only possible because he has not himself 
paid the full value for which he sells it, or because the product 
contains a portion of value which the seller has not paid for 
or replaced by an equivalent value. And this is the case with 
agricultural labour. The seller sells what he has not bought. 
This unbought element Turgot describes as the “pure gift of 
Nature.” We shall however see that in Turgot’s writings this 
“pure gift of Nature” is surreptitiously transformed into the 
surplus labour of the agricultural labourer which has not been 
paid for by the landowner, and which the latter sells in the 
form of agricultural products. 

“As soon as the labour of the Husbandman produces 
more than his wants, he can, with this superfluity that nature 
accords him as a pure gift, over and above the wages of his 
toil, buy the labour of the other members of the society. 
The latter, in selling to him gain only their livelihood; but 
the Husbandman gathers, beyond his subsistence, a wealth 
which is independent and disposable, which he has not 
bought and which he sells. He is therefore, the sole source 
of the riches, which, by their circulation, animate all the 
labours of the society; because he is the only one whose 
labour produces over and above the wages of the labour” 

(P- ”)• 
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THEORIES OF SURPLUS VALUE 


In this first conception we have, to begin with, the essence of 
surplus value, that it is value realised in sale, without the 
seller having given an equivalent for it or bought it. It is 
unpdd value. Secondly, however, this surplus over the “wage” 
is conceived as a “pure gift of Nature”; inasmuch as it is, 
when all is said and done, a gift of Nature, dependent on the 
productivity of Nature, that the worker is capable of producing 
in his working day more than is necessary for the reproduction 
of his labour power, more than his wage. In this first conception 
the total product is still appropriated by the worker himself. 
And this total product falls into two parts. The first forms his 
wage; he is presented as his own hired labourer, who pays 
himself that part of the product which is necessary for the 
reproduction of his labour power, for his subsistence. The 
second part, which is the excess over the first, is the gift of 
Nature and forms surplus value. The nature of this surplus 
value, of this “pure gift of Nature”, assumes clearer shape, 
however, as soon as the premise of a peasant working his own 
land {proprietaire cultivateur) ceases to apply, and the two parts 
of the product, the wage and the surplus value, fall to different 
classes, the one to the wage labourer, the other to the land- 
owner. 

The formation of a class of wage labourers, whether in 
industry or in agriculture itself—for all industrial workers first 
appear only as stipendiis, wage-workers of the cultivateur- 
proprietaire —^requires the separation of the conditions necessary 
for labour from labour power, and the basis of this separation 
is the land itself becoming the private property of one section 
of society, so that the other section is shut off from this objective 
condition for making use of its labour. 

“In the first ages the Proprietor cannot have been distin¬ 
guished from the Cultivator. . . . Moreover, in this early 
time, as every industrious man would find as much land as 
he wished, he could not be tempted to till the soil for 
others. . . . But in the end all land found its master, and 
those who could not have properties had at first no other 
resource than that of exchanging the labour of their arms, 
in the employments of the stipendiary class (i.e. the 
industrial class, all non-agricultural workers), for the 
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superfluous portion of the crops of the cultivating Pro¬ 
prietor” (p. 12). 

The proprietaire ailtivateur, with the considerable surplus which 
the earth gave to his labour, could— 

“pay men to cultivate his land; and for men who live on 
wages, it was as good to earn them in this business as in 
any other. Thus ownership could be separated from the 
labour of cultivation; and soon it was. The landowners 
began to be able to shifr the labour of cultivating the soil 
on to the wage-labourers” (p. 13). 

In this way, therefore, the relationship between capital and 
wage labour arises in agriculture itself. It first arises when a 
number of persons find themselves cut off from ownership of 
the conditions necessary for their labour—above all, from the 
land—and have nothing to sell but their labour power itself. 

For the wage labourer, however, who can no longer produce 
commodities but must sell his labour power itself, the value 
of this labour power, tlic equivalent to the necessary means of 
subsistence, necessarily becomes the law which governs his 
exchange with the owner of the conditions necessary for his 
laboiu-. 

“The mere Workman who has only his arms and his 
Industry, has nothing except insofar as he succeeds in selling 
his toil to others. ... In every kind of work it cannot fail 
to happen, and as a matter of fact it does happen, that the 
wages of &e workman are limited to what is necessary to 
procure him his subsistence” (p. lo). 

As soon as wage-labour has arisen, 

“the produce of land is divided into two parts. The one 
includes the subsistence and the profits of the Husbandman, 
which are the reward of his labour and the condition upon 
which he undertakes to cultivate the field of the Proprietor. 
What remains is that independent and disposable part 
which the land gives as pure gift to him who cultivates it, 
over and above his advances and the wages of his trouble; 
and this is the portion of the I^prietor, or the revenue with 
which the latter can live without labour and which he 
carries where he will” (p. 14). 
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This “pure gift of Nature” is now, however, already defined 
as a gift which she makes “to him who cultivates it”, and 
therefore as a gift which she makes to labour, as the productive 
power of labour, applied to the land, a productive power which 
labour possesses through using the productive power of 
Nature, and thus which labour creates out of the land, but 
only creates out of the land as labour. In the hand of the land- 
owner, therefore, the surplus no longer appears as a “gift of 
Nature”, but as an appropriation—^without an equivalent in 
exchange—of another’s labour, which through the productivity 
of Nature is enabled to produce more than its own needs, 
more than its own means of subsistence, but which, because of 
its being wage-labour, is restricted to appropriating for itself, 
out of the product of the labour, only “what is necessary to 
procure him his subsistence”. 

“The labour of the Cultivator produces his own wages, 
and, in addition, the revenue which serves to pay the whole 
class of Artisans and other stipendiaries. . . . The Proprietor 
has nothing except through the labour of the Cultivator;* he 
receives from him his subsistence and that wherewith he 
pays the labours of the other stipendiaries . . . the Cultivator 
has need of the Proprietor only by virtue of the human 
conventions and the civil laws” (pp. 15, 16). 

In this passage, therefore, siuplus value is plainly described 
as that part of the agricultural worker’s labour which the 
landowner appropriates to himself without giving any equiva¬ 
lent in return, and the product of which therefore he sells 
though he has not bought. Only what Turgot has in mind is 
not the exchange value as such, the labour time itself, but the 
surplus of products which the labour of the agricultural worker 
provides to the landowner in excess of his own wage. This 
surplus of products, however, is only the embodiment of the 
amount of time which he works gratis for the landowner, in 
addition to the time which he works for the reproduction of 
his own wage. 

Thus we see how, in the framework of agricultural labour, the 
Physiocrats correctly grasp surplus value, how they conceive it 
as the product of the labour of the wage worker, although they 
* Not, therefore, as a pure giA of Nature. 
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then conceive this labour itself in the concrete form in which 
it appears as use values. 

We may note in passing that Turgot describes the capitalist 
exploitation of agriculture—^the leasing or letting of land 
(large-scale agriculture, dependent on the modem system of 
leases)—as “the most advantageous of all; but it presupposes a 
land that is already rich” (p. 21). 

Quesnay and his other disciples were also of the same 
opinion. In his Maxinus Getierales Quesnay says: 

“The pieces of land which are employed in growing grain 
should as far as possible, be joined together in large-scale 
farms which can be managed by rich farmers [laboureurs — 
here capitalists] since the expenses for the maintenance and 
repair of the buildings are smaller and therefore the costs 
are correspondingly lower and the produit net greater in the 
case of large agricultural undertakings than in the case of 
small” {Physiocrates, ed. Daire, I, p. 96). 

Moreover, in the same passage, Qpesnay admits that the 
increase in the productivity of agricultural labour accrues to 
the net income, revenu net; in the first place, therefore, to the 
landowner, that is, the owner of the surplus value; and that 
the relative increase of the latter arises not from the land 
but from the social and other arrangements which increase 
the productivity of labour. For he says: 

“Every advantageous economy [advantageous, that is, 
for the produit rut\ in labour which can be accomplished 
with the aid of animals, machines, water-power, etc., will 
be of benefit to the community.” 

At the same time Mercier de la Rivii:re has a suspicion that 
surplus value in industry (Turgot extends this to all produc¬ 
tion) has at least something to do with the industrial workers 
themselves. In the work already quoted (II, p. 407) he 
exclaims: 

“Moderate yoxu: enthusiasm, ye blind admirers of the 
false products of industry. Before ye extol your wonder, open 
your eyes and see, how many live in poverty or at least in 
need among those producers who understand the art of 
converting twenty sous into the value of a thousand thalers. 
To whom does this enormous increase in value fall? 
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What do you say! Those through whose hands it is accom¬ 
plished reap no benefit therefrom. Take warning then by 
this contrast.” 

In the Physiocratic system the proprietaires, the landowners, 
are the salariantt, the wage-payers. The workers and the 
manufacturiers in all other branches of industry are salaries or 
slipendies —^paid people. Hence also gouvemants and gomemis — 
the governors and the governed. 

Turgot analyses the conditions necessary for labour as 
follows: 

“In every craft, it is necessary that the Workman should 
have tools in advance, that he should have a sufficient 
quantity of the materials upon which he has to labour; it is 
necessary that he should subsist while waiting for the sale 
of his finished goods” (p. 34). 

All these advances, these conditions upon which alone labour 
can be carried on, and which are, therefore, preconditions of the 
labour process, are originally provided gratis by the land: “It 
is the land which has provided the first fund of advances prior 
to all cultivation”, in fruits, fish, game, etc., in tools such as 
branches of trees and stones, in domestic animals, which 
multiply themselves by the procreative process, and in addition 
give each year products such as “milk, fleeces, hides and other 
materials, which, with the wood obtained in the forests, have 
formed the first fund for the works of industry” (p. 34). 

These conditions of labour, these advances made to labour, 
become capital when they have to be advanced to the worker 
by a third person, and this is the case from the moment when 
the worker owns nothing but his laboiu' power itself. 

“When a large part of the Society had only their arms to 
maintain them, it was necessary that those who thus lived 
on wages should begin by having something in advance, 
either to procure the materiab upon which to labour, or 
to maintain them while waiting for the payment of Uieir 
wages” (pp. 37-8). 

Turgot explains capital as “movable accumulated values” 
{Vdeurs mobiliires accumuUes). Originally (pp. 3S-9) the land- 
owner or farmer pays the wage directly each day and provides 
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the material, e.g., flax, to the spinner. When industry is 
developed, larger advances and continuity in the process of 
production become necessary. That is then undertaken by the 
owner of capital {possesseur des capitaux). In the price of his 
products he must recover all his advances and a profit equal 
to “what his money would have been worth to him if he had 
employed it in the purchase of an estate,” as well as his wage, 
“For doubtless, if the profit were the same, he would have 
preferred to live without any exertion on the revenue of the 
land he could have acquired with the same capital” (pp. 38-9). 

The class of paid industrialists {classe siipendiee industrieuse) is 
itself again divided into “Undertakers, possessed of large 
capitals, and simple Artisans” (p. 39). Agricultural under¬ 
takers {entrepreneurs fermiers) are in the same position as these 
industrial undertakers. They must similarly get all their 
advances replaced in addition to profit, as shown above. 

“All this must first be deducted from the price of the 
products of the earth; the surplus serves the Cultivator for 
paying the Proprietor for the permission he has given him 
to make use of his field for setting his enterprise on foot. 
This is the price of the lease, the revenue of the Proprietor, 
the net produce; for all the land produces, up to the exact 
amount of the advances of every kind and of the profits of 
every kind due to him who has made the advances, cannot 
be regarded as a revenue, but only as the return of the 
expenses of cultivation; when one considers that, if the 
Cultivator did not get them back, he would take care not 
to employ his riches and his toil in cultivating the field of 
another” (p. 40). 

Finally: 

“Although capitals are partly formed by saving from the 
profits of the working classes, yet, as these profits always 
come from the earth—inasmuch as they are all paid either 
from the revenue, or as part of the expenditure which 
serves to produce the revenue—^it is evident that capitals 
come from the land just as much as the revenue does; or, 
rather, that they are nothing but the accumulation of the 
part of the values produced by the land that the proprietors 
of the revenue, or those who share it with them, can lay by 
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every year without using it for the satisfaction of their 

wants” (p. 66). 

Only land rent constitutes surplus value. Already on p. 11 
Turgot says, “He” (that is, the Husbandman) “is the only 
one whose labour produces over and above the wages of the 
labour” and on p. 20 “the Cultivator causes, over and above 
that recompense, the revenue of the Proprietor to come into 
existence; and the Artisan causes no revenue to come into 
existence either for himself or for others.” 

It is quite consistent, since land rent alone forms surplus 
value, that accumulation takes place out of it alone. What 
the capitalists accumulate apart from this, they pinch themselves 
of out of their pay, salaire^ their revenue, which is destined for 
their consumption—for that is how profit is conceived. 

While profit, like wages, is reckoned in with the costs of 
cultivating the land and only the surplus forms the revenue 
of the landowner, the latter revenue is actually excluded from 
the costs of cultivation—and therefore, in spite of the honoured 
place given to it, does not count as an agent in production. 
The same view was held by Ricardo’s followers. 

« ♦ ♦ 

Turgot attempted to anticipate the measures of the French 
Revolution. In the edict of February, 1776, he abolished the 
guilds; this edict was revoked three months after its publication. 
Similarly, he abolished the roadmaking corvee (compulsory 
labour service) of the peasants and attempted to introduce the 
impot unique^ the single tax on land rent to replace all previous 
taxes. 



8. THE REPRODUCTION AND CIRGITLATION OF THE 
TOTAL SOCIAL CAPITAL ACCORDING TO QUESNAY’S 
TABLEAU ECONOMIQJJE 


Quesnay’s Tableau Econmique portrays in a few bold strokes 
how the yearly output of the national production, determined 
according to its value, is distributed in the process of circulation 
in such a way that, all other conditions remaining unchanged, 
the simple reproduction of itself can proceed, that is, reproduc¬ 
tion on the same scale. The appropriate starting point for the 
period of production is the harvest of the preceding year. The 
countless individual acts of circulation are from the outset 
taken as aggregates in the social mass movement which 
characterises them—their circulation between great economic 
classes of society defined by their function. 

Quesnay starts by assuming a large State, whose soil yields 
annually a total product with an average value of five milliards 
of livres—prices remaining the same. The nation consists of 
three classes: The productive class (engaged in agriculture), 
the sterile class (all engaged in work outside agriculture), and 
the landowners (comprising the actual owners of land, the 
Sovereign and the receivers of tithe). 

The annual advances of working capital {avarices annuelles), 
which the productive class has to lay out for the production 
of the five milliards, amount to two milliards. Two milliards 
are produit net, the revenue of the landowners. The sterile class 
finally makes a capital advance of one milliard for raw materials, 
and consumes means of subsistence amounting to one milliard 
during the process of production in order to make an industrial 
product of two milliards. 

In addition to the total product valued at five milliards, 
the productive class also possesses at the beginning of the 
process of circulation a stock of money of two milliards. 

The process of circulation between the various classes now 
shapes itself as follows, according to the Tableau-. 
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Total newly created value^ j milliards 
Annual Revenue Annual 

Working Capital of the Working Capital 

of the productive landowner, of the sterile 

class. class. 


Sums used for 
paying the revenue 
of the landowner 
and the interest on 
fixed capital 
{avances primitives) 


2 Milliards 2 Milliards 
1 Milliard 

1 Milliard . 

1 Milliard 


/ Milliard 
Milliard 

“’*• 1 Milliard 


2 Milliards 
of which half is put 
back as working capiuil 
for the following year. 


Replacement of the annual 
working-capital 2 Millia rds 

Total 5 Milliards Total 


The first point to note in this Tableau^ the point which must 
have impressed his contemporaries, is the way in which the 
circulation of money appears to be determined purely by the 
circulation and reproduction of commodities—^in fact, by the 
circulation process of capital. 

The farming class F {fermier) pays, directly in money, two 
milliard francs to the landowning class P (proprietaire). With 
this amount the latter buys from F means of subsistence to 
the value of one milliard. One milliard in money therefore 
flows back to F, while a fifth of the gross product is disposed 
of, passing out of circulation into consumption. 

Next, P buys, with one milliard of money, a milliard of 
industrial commodities from the sterile class S. This milliard 
of money is now in the hands of the sterile class, who buys with 
it means of subsistence from F. In this way the second thousand 
million which F has paid to P flows back to F. On the other 
hand, the second fifth of F’s product has gone out of circulation 
into consumption. At the end of this movement therefore we 
have the two thousand million of money again in the hands 
ofF. 

To replace one half of his annual capital advances, in so far 
as they consist partly of implements and partly of manufactured 
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goods consumed by F during the process of production, F 
now buys, with a thousand millions of money, manufactured 
goods j&om S. In this way the second half of S’s product is 
disposed of. 

S once again employs the thousand millions of money, which 
he has received for the second half of his goods, to buy the 
second half of his means of production, raw materials, etc., 
and so the milliard of money flows back to F. 

[Thus two thousand millions of industrial goods and three 
thousand millions of agricultural products have been circu¬ 
lated.] 

Two fifths of these latter products now remain over. 

[On the other hand, however, half of the annual working 
capital and interest on the fixed capital in agriculture remain 
to be replaced. Quesnay steirts, as we have seen, with the 
assumption that the circulating capital {avarices annuelles) of 
agriculture amounts to two milliards. Besides that, however, 
fixed capital has to be considered—^buildings, livestock, and 
the like. Quesnay assumes the value of these, in his example, 
as ten milliards, and his annual interest {intdrSts) at lo per cent, 
is therefore one milliard. By this interest, however, he does not 
mean surplus value but the cost of repairing and maintaining 
the buildings and renewing the stock, as well as the accumula¬ 
tion of a fund for equalising out losses, which might occur 
through bad harvests, cattle diseases, floods and the like, and 
where possible for improving the soil and for extending 
operations. 

This third milliard corresponds therefore, broadly speaking, 
to that part of the value of the fixed capital which is equal to 
its annual wear and tear and which reappears in the value of 
the annual product. It is moreover for the most part consumed 
within agriculture, which has produced it (means of subsistence 
for those working on the buildings, cattle for replacement, 
stocks for emergencies which may arise, and so on). The sum- 
total of the circulating, annually consumed capital, and of 
the fund which is produced for replacing the amount of fixed 
capital used up annually, amounts to three milliards. Of the 
part of the gross product which corresponds to this consumed 
capital, only one milliard is sold and industrial products 
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bought in exchange; two milliards represent products which 
agriculture itself consumes. These therefore do not circulate. 

At the end of the whole process, therefore, we find in the 
hands of agriculture industrial products to the value of one 
milliard, and agricultural products to the value of two milliards, 
which represent the elements of their circulating capital as 
well as the renewal of the fixed capital used up in the previous 
year. In the hands of industry we find one milliard of raw 
materials, as well as another milliard in means of subsistence, 
to enable industrial production to continue. Reproduction on 
the same scale is therefore assured up to the coming harvest.] 
* « * 

Even from Quesnay’s standpoint—that the whole sterile 
class are in fact only wage earners—the Tableau makes it 
clear that his assumptions are false. 

The avances primitives (the fixed capital) made by the produc¬ 
tive class are assumed to be five times the amount of the 
avances annuelles (the circulating capital). In the case of the 
sterile class, however, this item is not mentioned at all—which 
of course does not prevent it from existing. 

Furthermore it is not correct that reproduction is equal to 
five milliards. The Tableau itself shows that it is equal to seven 
millions: five for the productive class, and two for the sterile 
class. 

The product of the sterile class is equal to two milliards. 
This product is composed of one milliard of raw materials— 
which therefore partly enters into the product, and partly 
replaces the depreciation of the machinery which has entered 
into the value of the product—and one milliard of means of 
subsistence, consumed during the period of production. 

They sell this entire product to the landowner and the 
productive class in order firstly to replace the advances (in 
raw materials) and secondly to obtain agricultural means of 
subsistence. There remains therefore not a scrap of the manu¬ 
factured products for their own consumption, and still less 
for interest and profit. This was noticed by Baudeau (or 
Letrosne). His explanation is that the sterile class sell their 
product for more than its value, and so what they sell for 
two milliards is equal to two milliards minus x. 
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q^uesnay's tableau economique 

Their profit, and even their consumption of necessary means 
of subsistence in the form of manufactured goods, are thus 
explained only by the raising of the price of the commodities above 
their value. At this point, therefore, the Physiocrats inevitably 
fall back upon the concept of the mercantilist system, “profit 
upon alienation”. It is this that makes free competition among 
the industrialists so very essential, so that they may not cheat 
the productive cultivators too much. This free competition is 
also necessary in order that agricultural products may be sold 
at a “good price”, and through sale abroad may rise above 
their domestic price—for a country which exports wheat, etc., 
is assumed. 

[Nevertheless, the Tableau was an extremely brilliant 
conception.] It was an attempt to present the whole productive 
process of capital as a process of reproduction, with circulation 
merely as the form through which this reproduction took 
place; and the circulation of money only as a phase in the 
circulation of capital. The Tableau at the same time attempted 
to show the origin of revenue in this process of reproduction, 
the exchange between capital and revenue, the relation between 
productive and final consumption, and to include in the 
circulation of capital the circulation between producers and 
consumers (in reality, between capital and revenue), and 
finally, to show the circulation between the two great divisions 
of productive labour—^raw materials production and industry— 
as a phase in this process of reproduction. All this was done in 
a Tableau actually consisting of only five lines linking together 
six points of departure and return; and this was in the first 
third of the eighteenth century, when political economy was 
in its infancy. It was incontestably the most brilliant idea for 
which political economy had up to then been responsible. 

•The hyperbolical declaration made by the Marquis de 
Mirabeau, and quoted by Adam Smith with a certain irony, 
is therefore understandable—“Since the beginning of the world 
there have been three great discoveries. The first was the birth 
of writing . . . the second the invention (!) of money . . . the 
third is the Tableau economique, the outcome and the completion 
of the two others”. 

As regards the circulation of capital—^its reproduction 
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process—the various forms which it assumes in this process of 
reproduction—the connection between the circulation of 
capital and circulation in general (that is, not only the exchange 
of capital for capital, but of capital for revenue)—Adam Smith 
in fact only took over the inheritance of the Physiocrats and 
classified and specified more precisely the separate items in 
the inventory. But his exposition and interpretation of the 
movement as a whole was hardly as correct as its outline 
presentation in the Tableau economique, in spite of Quesnay’s 
false assumptions. When moreover Adam Smith says of the 
Physiocrats: “their labours were certainly of some use to their 
country”, this is an immoderately moderate statement of the 
significance for example of Turgot, one of the immediate 
fathers of the French Revolution. 



APPENDIX TO THE TABLEAU ECONOMIQUE 


(i) The First Two Circulation Movements of the Tableau 

[The circulation of money starts from the farming class, who, 
after nature has replaced their working capital, have at their 
disposal three milliards of agricultural produce and two mil¬ 
liards of money. It is assumed that all purchases and sales 
which take place between class and class in the course of the 
working year are aggregated together into one single sum. 

The farmers F pay two milliards rent to the landowners P. 
These in turn purchase means of subsistence from F for one 
milliard and manufactured goods from S for the other milliard. 
From there the money returns to F in the purchase of means 
of subsistence. The farmers are once again in possession of 
their two milliards of money, but now of only one milliard of 
produce.] 

The two milliards of money have performed four processes 
of circulation. 

First, they served as a means of payment of rent. In this capacity 
they do not circulate any part of the annual produce, but are 
only circulated as an assignment of that part of the total produce 
which is equal to rent. 

Secondly, with one half of the 2,000 millions P buys means 
of subsistence from F. The latter actually receives back, in 
the 1,000 millions of money, only half the assignment made to 
the landowner (in payment of rent) amounting to two-fifths 
of his product. These 1,000 million serve now as means of 
purchase, and circulate goods to this amount which go into 
final consumption. 

If we consider only the isolated act, in this transaction the 
money fulfils for the farmer only the role which, as means of 
purchase, it always fulfils for the seller—namely that of being 
the changed form of his commodity. But if we consider this 
act in conjunction with the previous act of circulation, the 
money is not merely another form of the farmer’s commodity, 
it is not a golden equivalent for his goods. True, for 1,000 
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millions in commodities he receives i,ooo millions in money, 
but in fact he is only buying back the money which he paid 
as rent to the landowner. The latter pays the farmer with 
money which he has received from him without giving any 
equivalent. 

This flowing back of the money to the farmer, taken in 
conjunction with the first act—the payment of rent—does not 
make it possible for him to regard the money as mere means of 
circulation. For the return of the money is essentially different 
from the flowing back of money to its starting point, when 
this movement is the expression of a process of reproduction. 

(2) The Circulation between Landowner and Farmer 

Let us take an example: The capitalist, or, to leave out of 
account entirely the characteristics of capitalist reproduction, 
a producer, lays out £100 for raw materials, work-tools and 
means of subsistence for the period during which he works. 
We will assume that he adds no more labour to the means of 
production than he has laid out in the means of subsistence, 
the wage which he pays to himself. If the raw materials, etc., 
equal £60, the consumed means of subsistence ^20^ and the 
labour added similarly £20^ then the product is equal to £100, 
If he sells it, then the ;£‘ioo flows back to him in money, and 
so on. This flowing back of money to its point of departure 
expresses here nothing but the regular process of reproduction. 
The simple metamorphosis M-G-M, the transformation of 
money into commodities and the retransformation of commodi¬ 
ties into money—this mere change of form into commodities 
and money represents at the same time the process of reproduc¬ 
tion. We have at the same time the transformation of money 
into commodities—means of production and means of sub¬ 
sistence—furthermore the entering of these commodities as 
elements into the labour process and their emergence from it 
as a finished product. Thus we see the commodity once more 
as the result of the process—as soon, that is, as the finished 
product enters again into the process of circulation, and 
thereby once again confronts money as a commodity, and 
finally its retransformation into money, since the finished 
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commodity can only be exchanged again for its production 
elements after it has first been transformed into money. The 
constant flowing back of the money to its point of departure 
expresses here not only the formal transformation of money 
into commodity and commodity into money —as in the simple 
process of circulation or the mere exchange of goods—but at 
the same time the continuous reproduction of the commodity 
on the part of the same producer. The exchange value (money) 
is transformed into commodities which enter into consumption 
and are consumed as use values, but they enter into reproduc¬ 
tive or industrial consumption, and therefore recreate their 
original value, and hence reappear in the same sum of money 
(as in the above example in which the producer works only 
for his own subsistence). M-C-M here indicates that M is 
not only formally transformed into G, but that C is actually 
consumed as a use value and falls out of circulation into 
consumption—into industrial consumption, however, so that 
its value is maintained and reproduced in consumption, and 
M therefore reappears at the end of the process, and maintains 
itself in the movement M-C-M. 

On the other hand, in the case given above, when money 
flows back from the landowner to the farmer, no reproduction 
process takes place. It is as if the farmer had given the land- 
owner tokens or certificates for i,ooo millions of products. 
As soon as the landowner spends these certificates, they flow 
back to the farmer, who redeems them. If the landowner had 
had half the rent paid at once in kind, no circulation of 
money would have taken place. The whole circulation would 
have been limited to a simple change of hands, the transfer of 
the product from the hand of the farmer to that of the land- 
owner. First the farmer gives the landowner the money instead 
of the commodity, and then the latter returns the money.to 
the farmer in order to take the commodity itself. The money 
serves the farmer as a means of payment to the landowner; it 
serves the latter as a means of purchase in relation to the farmer. 
In the first function it leaves the farmer, in the second it 
returns to him. This type of flowing back of money to the 
producer must take place every time he pays to his creditors, 
instead of a part of his product, the value of this product in 
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money; and everyone who is a joint owner of his surplus is 
in this connection a creditor. 

For example, all taxes are paid by the producers in money. 
Here the money is a means of payment to the State. With 
this money the State buys goods from the producers. In its 
hands the money becomes a means of purchase and it flows 
back to the producers in the same measure as their goods leave 
their hands. 

This type of return flow—this peculiar flowing back of money 
which is not determined by reproduction—must take place in 
all cases where revenue is exchanged against capital. What 
makes the money flow back in this case is not reproduction 
but consumption. The revenue is paid in money; but it can 
only be consumed in commodities. I'he money which is 
received from the producers as revenue must therefore be 
handed back to them in order to receive the same amount of 
value in commodities, that is, in order to consume the revenue. 
The money in which revenue is paid—rent, for example, or 
interest or taxes (the industrial capitalist pays himself his 
revenue cither in the product itself, or that part of the proceeds 
of selling the product which forms his revenue)—has the general 
form of a means of payment. That part of the farmer’s product, 
therefore, which constitutes his rent requires for its circulation 
between farmer and landowner only a sum of money equal 
to the value of the product, although this value circulates 
twice. First the farmer pays the rent in money; then the 
landowner buys the product with the same money. On the 
first occasion there is a simple transfer of money, since the 
money functions only as a means of payment. The second time, 
however, it acts as a means of purchase, a means for the 
circulation of commodities. It is as if the farmer had used the 
money with which he pays his rent to buy from the landowner 
the latter’s share in the product. The latter then, with the 
same money that he has thus received from the farmer, buys 
the product back again from the farmer. 

The same sum of money, therefore, which is handed over 
by the producers to the owners of revenue in the form of means 
of payment, serves the owners of revenue as a means of purchase 
for the producers’ commodities. This twofold change of place 
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of the money—from the hands of the producer into the hands 
of the owner of revenue, and from the hands of the latter back 
into the hands of the producer—thus expresses only a single 
transfer of the commodity, from the hands of the producer into 
those of the owner of revenue. Since the producer, as it were, 
owes the owner of revenue a share of his product, the money 
rent is in fact only a subsequent payment to the latter of the 
value of commodities which have already passed into his 
ownership. The commodities are in the hands of the farmer, 
but they do not belong to him. With the money which he pays 
in the form of revenue, he therefore makes them his own 
property. In this transaction the commodities do not change 
hands. When the money changes hands, this represents only 
the transfer of ownership of the commodities, which remain as 
before in the hands of the producer. Hence this twofold change 
of place of the money with only a single change of hands for 
the commodities. The money circulates twice in order to make 
the goods circulate once. But it too circulates only once as 
means of circulation (means of purchase), while it circulated 
tlie other time as means of payment, in which type of circula¬ 
tion, as I have shown above, a simultaneous transfer of 
commodities and money does not teike place. 

In fact when the farmer, apart from his product, has no 
money, he can only buy his product after he first sells his 
commodities, that is, he has to put them through their first 
metamorphosis before he can pay them out as money to the land- 
owner. Even taking this into account, there are more changes 
of place on the part of the money than of the commodities. 
First we have G-M. The commodity is sold and transformed 
into money. Here there is a simultaneous exchange of com¬ 
modity and money. Then however the same money, without 
the commodity changing place, passes from the farmer’s hand 
into the hand of the landowner. Here is a change of place of 
the money without the commodity changing place. It is as if 
the fanner had had a partner. He has taken the money, but 
he must share it with his partner. Or rather, in the case of the 
two milliards, it is as if a servant of the landowner had taken 
the money. This servant must give it to the landowner; he 
cannot keep it in his own pocket. The passing of the money 
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from one hand into another indicates here no metamorphosis 
of the commodity, but purely a transfer of money from the 
hand of its immediate possessor into the hand of its owner. 
This can happen if the first receiver of the money is merely a 
carrier of money for his master, etc. Then also the money is 
not a means of payment, but there is a simple passing over 
from the hand of the receiver, to whom it does not belong, 
into the hand of the owner. 

This change of place of money has absolutely nothing to do 
with the metamorphosis of the commodity, any more than 
the transfer which arises out of mere exchange of one kind of 
money for another. A means of payment however always 
implies that the person making the payment has received 
commodities for which he subsequently pays. As far as the 
farmer, etc., is concerned, he has not received this commodity; 
it is in his hands before it comes into the hands of the land- 
owner, and it is a part of his product. Legally^ however, he only 
gets the ownership of it when he gives up to the landowner the 
money which he has received for it. His legal title to the 
commodity changes; the latter, both before and after, is in 
his hands. But at first it was in his hands as something in his 
possession^ but the owner of which was the landowner. Now it 
is in his hands as his own property. The change in the legal 
form by which the commodity finds itself in the same hands, 
has of course not caused the commodity itself to change 
hands. 


(3) The Final Movements of Circulation 

Let us now turn to the third circulation movement. For the 
second milliard received as rent P buys manufactured goods 
from S. Goods to the value of 1,000 millions now pass from 
S to P, against which money to the value of 1,000 millions 
passes from P to S. This is simple circulation. Money and 
commodities merely change hands in reverse directions. 
Manufactured goods for 1,000 millions, which S sells to P, 
pass into consumption. 

Finally the fourth circulation movement: S on his part now 
buys, with the 1,000 millions of money, means of subsistence 
from F, which likewise pass into consumption. These 1,000 
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millions of money function between S and F as a means of 
circulation. At the same time, however, two things happen 
here which do not occur in the circulation process between S 
and P. In the latter process S had once again transformed a 
part of his product into money. But in the exchange with F 
he again transforms the money into means of subsistence, 
which according to Quesnay are the equivalent of wages; and 
thereby he replaces his capital which had been laid out in 
wages and consumed. This retransformation of the i,ooo 
millions of money into commodities represents in the case of 
P mere consumption, but in the case of S industrial consumption 
or reproduction, since he transforms a part of his commodities 
once again into one of their elements of production—^means 
of subsistence. The one metamorphosis of the commodity, its 
retransformation from money into commodities, therefore 
represents here at the same time the beginning of its real and 
not merely of its formal metamorphosis—tlie beginning of its 
reproduction—the beginning of its retransformation into the 
elements of its own production. It is here at tlie same time the 
metamorphosis of capital. As against tliis, for P revenue is only 
transformed from the form of money into that of commodities. 
This represents merely consumption. 

Secondly, however, when S buys means of subsistence from 
F for 1,000 millions, the second i,ooo millions of money which 
F paid to P as land rent return to him. But they return to him 
only because he withdraws them from circulation again, buys 
them back with commodities equivalent to i ,000 millions. It is 
the same as if the landowner had made the farmer pay him 
the 1,000 millions of means of subsistence, in addition to the 
first 1,000 millions—^that is to say, the second part of his 
money-rent—in commodities, and had now exchanged these 
commodities for S’s commodities. S merely lifls on behalf of 
P the second part of the 2,000 millions in commodities, which 
F has paid to P in money. If payment in kind had taken place 
F would have given to P means of subsistence to the value 
of 2,000 millions; P would have consumed 1,000 millions of 
these himself and exchanged the other 1,000 millions of 
means of subsistence with S for the latter’s manufactured 
goods. 
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In this case only the following transactions would have 
taken place: (i) transfer of the 2,000 millions of means of 
subsistence from F to P; (2) barter between P and S, in which 
the former would exchange 1,000 millions worth of means of 
subsistence for 1,000 millions worth of manufactured goods, 
and vice versa. Instead of these, four circulation movements 
have occurred: (i) the transfer of 2,000 millions in money from 
F to P; (2) P buys, for 1,000 millions in money, means of 
subsistence from F, the money flowing back to F and serving 
as means of circulation; (3) P buys manufactured goods from 
S for 1,000 millions of money, the money functioning as 
means of circulation, changing hands in the reverse direction 
to the commodity; (4) with the 1,000 millions of money, S 
buys means of subsistence from F, the money functioning as 
means of circulation, but for S it circulates at the same time 
as capital. It flows back to F, because now the second 1,000 
millions for which the landowner has a claim on him has been 
settled. The money does not however flow back directly to 
him from the landowner, but only after it has served as means 
of circulation between P and S and has collected on its way 
(before it takes up the 1,000 millions of means of subsistence) 
the 1,000 millions of manufactured goods and has transferred 
them from the manufacturer to the landowner. The transforma¬ 
tion of these goods into money (in the exchange with the 
landowner), like the subsequent transformation of money into 
means of subsistence (in the exchange with the farmer) as far 
as S is concerned represent the metamorphosis of his capital, 
first into the form of money and then into the form of the 
constituent elements necessary for the reproduction of the 
capital. 

In the hands of F there arc now once again 2,000 millions in 
money and 1,000 millions in goods. To replace his capital F 
now buys, with the 1,000 millions of money, 1,000 millions 
of manufactured goods from S. This is a simple process of 
circulation. On both sides a metamorphosis of capital takes 
place. The farmer’s 1,000 millions of money are transformed 
back again into productive elements for its own reproduction 
process. The finished commodity of S is transformed back 
again into money, making the formal metamorphosis of 
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commodity into money without which the capital cannot 
retransform itself into its productive elements. 

This constitutes the fifth movement of circulation. i,ooo 
millions of manufactured goods fall out of circulation into 
reproductive consumption. 

Finally, S transforms the i,ooo millions of money, in which 
form half of his goods now exist, back into the other half of 
his means of production [purchasing the last 1,000 millions 
which F has in the form of commodities] in the form of raw 
materials. This is simple circulation, which is simultaneously 
for S a metamorphosis of his capital into a form in which it 
can be reproduced, and for F a rctransformation of his product 
into money. At this point the last fifth of the gross product 
falls out of circulation into consumption. 

F therefore is once again in possession of the 2,000 millions 
of money, which is logical, since Quesnay conceives the farmer 
as the capitalist, with P related to him merely as a receiver of 
revenue and S merely as a wage-worker. If he paid them 
directly in his products, he would not hand out any money. 
If therefore he does pay out money, they use it to buy his 
product, and the money flows back to him. This is the formal 
flowing back of money to the industrial capitalist, who as a 
purchaser opens and closes the whole undertaking. 


(4) The Circulation between Capitalist and Worker 

In that part of capital which circulates between the industrial 
capitalist and the worker, that is, the portion of the circulating 
capital equal to the variable capital, there is also a flowing 
back of the money to its point of departure. The capitalist 
pays the worker his wage in money; with it the worker buys 
goods from the capitalist, and so the money flows back to the 
latter—in practice, to the capitalist’s banker. Actually, how¬ 
ever, the bankers represent the aggregate capital of individual 
capitalists, the total capital in so far as this takes the form of 
money. This flowing back of the money does not in itself mark 
any process of reproduction. The capitalist buys labour from 
the worker with money, and the worker buys commodities 
from the capitalist with the same money. The same money 

F 
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appears first as means of purchase for labour, later as means 
of purchase for commodities. That it flows back to the capitalist 
therefore depends on the fact that he first appears as a buyer 
and then again as a seller in relation to the same person. It 
leaves him as a buyer and returns to him as a seller. The 
worker on the other hand appears first as a seller and then as 
a buyer, and consequently he first receives the money and then 
he pays it out, while the capitalist, in relation to him, first 
pays it out and then receives it. In the case of the capitalist 
there takes place here the movement M-G-M. He buys with 
money a commodity (labour power); with the product of this 
commodity, labour power, he buys money, or in other words 
he sells this product once again to the former buyer of money, 
the worker. 

The worker on the other hand represents the circulation 
C-M-C. He sells his commodity, labour power, and with the 
money for which he has sold it he buys back a part of his 
own product, his own commodity. It could indeed be said 
that the worker sells his commodity, labour power, for money, 
spends this money on commodities and then sells his labour 
power again, so that he likewise represents the movement 
M-C-M; and as the money is constantly fluctuating between 
him and the capitalist, it could equally be said, according to 
whether one looks at it from the standpoint of one side or the 
other, that he as well as the capitalist represents the movement 
M-C-M. The capitalist however is the buyer. The renewal of 
the process starts with him and not with the worker, while 
the flowing back of the money is necessary, since the worker 
must buy means of subsistence. In this, as in all movements in 
which M-C-M is the form of circulation on the one side and 
G-M-G the form of circulation on the other, it is apparent 
that the aim of the labour process is on the one side exchange 
value, money, and therefore its increase, and on the other side 
use value, consumption. This takes place also when money 
flows back as in the example first considered, where the 
movement M-C-M is on the side of the farmer and G-M-C on 
the side of the landowner, in as much as the M with which 
he buys from the farmer is the money form of land rent, and 
therefore already the result of G-M, the changed form of that 
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part of the product which belongs to the landowner already in 
the land, in kind. 

The same applies, for example, in the exchange of constant 
capital. The machine maker buys iron from the ironmaster 
and sells a machine to him. In this case the money flows back. 
It was expended as a means of purchase for the iron. It then 
serves the producer of iron as a means of purchase for the 
machine and so flows back to the maker of the machine. 
In return for the money that he paid out, the maker of the 
machine has received the iron, and in return for the money 
that he has received he has given the machine. The same money 
has here circulated against double its value. For example, 
with £1,000 the machine maker bought iron. With the same 
£1,000 the ironmaster buys machines. The values of the iron 
and of the machinery amount together to ;{^2,ooo. But in the 
process £^,ooo must be set in motion: ,^1,000 in money, 
£1,000 in machines and ,^1,000 in iron. If the capitalists 
exchanged in kind, then the goods would change hands without 
a farthing being circulated. The same thing happens when 
they have an account with one another, and money serves 
them as means of payment. Should it be paper money or 
credit money (bank notes) that circulates, this makes no 
difference. Then there is still £1,000 circulating in bank notes, 
though they have no real value. However that may be, in 
this case also there is £3,000: £1,000 in iron, £1,000 in 
machines, and £1,000 in bank notes. But these £3,000 exist 
only, as in the first case, because the machine maker had 
£2,000, machines worth £1,000 and £1,000 in money—^in 
gold and silver or bank notes. In both cases the iron master 
returns to him only the money, which he receives because the 
machine maker did not pay for the first commodity, the iron, 
with a commodity (a machine), and therefore paid for it in 
money. As soon as he pays for it with a commodity, that is, 
sells the commodity to the iron master, the latter gives him 
the money back, since it is not paid for twice over, once in 
money and then in goods. 

In both cases the money or the bank note represents the 
changed form of a commodity previously purchased from the 
machine maker, or conunodity transformed into money, even 
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though not sold (as in the case of revenue). Here the flowing 
back of the money therefore expresses only the fact that the 
man who has handed out the money for a commodity, has 
thrown the money into circulation, draws the money back 
again from circulation by the sale of another commodity 
which he throws into circulation. This same £1,000 could pass 
through thirty hands among capitalists in one day, and it 
would only transfer capital from the one to the other. The 
machine would go to the ironmaster, iron to the peasant, 
corn to the starch-maker or the distiller and so on. Finally, 
the £1,000 could fall once again into the hands of the machine 
maker, and go on from him to the iron master, and so on. 
And so over £40,000 of goods could circulate with £1,000 of 
money, in such a way that this could always flow back again 
to the man who laid it out. 

A part of the profit made with this £40,000 forms interest, 
which is paid by various capitalists—^for example, by the 
machine maker to the man who lends him £1,000, by the 
iron master to the man who lends him £1,000, which he has 
long ago spent on coal or wages, etc. 

From this fact Proudhon concludes that this £1,000 in 
money brings in the entire interest received from the £40,000. 
If therefore this were 5 per cent., it would yield £2,000 interest. 
Hence he logically gets the result that the £1,000 has produced 
interest at 200 per cent. And here we have the critic par 
excellence of political economy! 

Although however M-C-M, representing the money circula¬ 
tion between capitalist and worker, in itself does not signify 
any act of reproduction, it nevertheless expresses the continuous 
repetition of this act, the continuity of the flowing back of 
money. No buyer can continually come forward as a seller 
without the reproduction of the commodity which he sells. 
This in fact holds good for all who do not live on rent, interest 
or taxes. For one section, however, if the act is completed, the 
flowing back process M-C-M continually takes place—as in 
the case of the capitalist in relation to the worker or landowner 
or rentier (on this side there is purely a flowing back process). 
For the other section, as in the case of the worker, the act is 
completed when he buys the commodity and so has completed 
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the process G-M-G. It is this act which he continuously renews. 
His initiative is constantly as a seller and not as a buyer. 
This holds good for the entire circulation of money which 
represents simply the expenditure of revenue. 

The capitalist himself, for example, consumes a certain 
amount each year. He has transformed his commodity into 
money in order to spend this money on commodities, which 
he will finally consume. Here it is G-M-G, and tliere is no 
flowing back of the money to him. The flowing back takes 
place, however, in relation to the seller, for example the shop¬ 
keeper, for whom the expenditure of revenue brings the 
replacement of his capital. 

In such cases there can be an exchange, a circulation of 
revenue agaimt revenue. The butcher buys bread from the 
baker; the baker meat from the butcher; both consume their 
revenue. That meat which the butcher and the bread that the 
baker themselves eat, they do not pay for. This part of their 
revenue is consumed in kind by each of them. It is however 
possible that the meat which the baker buys from the butcher 
replaces for the latter not capital but revenue—that part of 
the meat he has sold which represents not only his profit but 
the part of his profit which he wishes to consume himself as 
revenue. The bread which the butcher buys from the baker is 
also an expenditure of his revenue. If they have an account 
with each other, then one or the other has only the balance 
to pay out. There is no circulation of money so far as concerns 
that part of their mutual purchases and sales which has been 
set off against each other. But supposing that the baker has to 
pay the balance, and this balance represents revenue for the 
butcher. Then he spends the baker’s money, for other articles 
of consumption. Let us assume that this amounts to ;(^io, 
which he spends at the tailor’s. If this ;^io represents revenue 
for the tailor, then he spends it in a similar way. He in turn 
buys bread, etc., with it. In this way money flows back to the 
baker, no longer however to replace his revenue, but his 
capital. 

Yet another example. The flowing back of bank notes to a 
bank which discounts a bill or makes advances in notes, is a 
phenomenon quite different from the return movements of 
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money considered hitherto. In this case the transformation of 
the commodity into money is anticipated. The commodity 
receives the form of money before it is sold, perhaps before it 
is produced. Or it may have been already sold, for bills of 
exchange. In any case it has not yet been paid for ^ not yet trans¬ 
formed back again into money. In each case, therefore, this 
transformation is anticipated. As soon as it is sold, or due to 
be sold, the money flows back to the bank, either in gold and 
silver or in its own notes, which then return from circulation, 
or else in notes of some other bank which are then exchanged 
for their own between bank and bank, so that then both notes 
are withdrawn from circulation and return to their point of 
issue. If gold and silver is demanded in exchange for the 
bank’s notes which are in the hands of some third party, then 
the notes return. If they are not converted, then there will be 
in circulation so much the less gold and silver which now lies 
in the bank’s vaults instead of notes. In all these cases the pro¬ 
cess is: the existence of the money, the transformation of the 
commodity into money, was anticipated. When then it is 
really transformed into money, it is transformed into money 
for the second time. This its second existence as money, how¬ 
ever, brings the money back, dissolving and replacing its first 
existence as money, returning it to the bank from circulation. 
It may be the same identical bundle of notes which expressed 
its first existence as money that also expresses the second. In 
return for a bill of exchange, for example, bank notes have 
been advanced to a spinner; he has received the bill of exchange 
from the weaver. He pays out the notes which he has received 
for coal, cotton, etc. The various people into whose hands 
these notes come when their commodities are paid for finally 
spend them on linen, and so they reach the weaver, who on the 
day when the bill matures pays the identical notes to the 
spinner, who returns them to the bank. It is not at all necessary 
that the second, posthumous, transformation of the commodity 
into money—after its first transformation in anticipation— 
should be in different money from the first. And so it seems as 
if the spinner has in fact got nothing out of it, for he has 
borrowed notes, and the end of the process is that he gets them 
back and returns them to the bank that issued them. In fact, 
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however, during the period one and the same note has served 
as means of circulation and as means of payment, and with 
it the spinner has in part paid his debts and in part bought tlie 
commodities necessary for the reproduction of the yarn; and 
in this way he has realised surplus value (which means, 
exploitation of the workers) out of which he can now pay back 
a part to the bank, also paid in money—since more money has 
flowed back to him than he had expended, advanced or laid 
out. 

(5) The Quantity of Money required for Circulation 
S buys from F means of subsistence for i,ooo millions, and 
raw materials for i,ooo millions; and F in turn buys from him 
only 1,000 millions of commodities to replace his avances. 
Therefore S has a balance of i,ooo millions to settle, which in 
the final instance he pays with the i,ooo millions he has 
received from P. Quesnay seems to have confused this payment 
of 1,000 millions to F with the buying of F^s product to an 
amount of i,ooo millions. 

In fact, according to our reckoning, the 2,000 millions of 
money had only served: 

(1) to pay rent to an amount of 2,000 millions in money; 

(2) to circulate 3,000 millions of the farmer’s gross product 
(of which 1,000 millions are P’s means of subsistence, and 
2,000 millions means of subsistence and raw materials for S), 
and to circulate 2,000 millions of S’s gross product (of which 
1,000 millions are for P, who consumes them, and 1,000 
millions for F, who consumes them for reproduction). The 
final purchase, in which S buys raw materials from F, S 
settles with F in money. 

[Two alternatives are possible:] 

S has received 1,000 millions of money from P. With these 
1,000 millions of money he buys from F means of subsistence 
for 1,000 millions. With the same 1,000 millions of money, 
F buys from S manufactured goods. With the same 1,000 
millions of money, S buys from F raw materials. 

Or, S buys from F raw materials for 1,000 millions of money 
and means of subsistence for 1,000 millions in money. F buys 
commodities from S for 1,000 millions of money. In this 
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case, 1,000 millions flowed back to S, but only because it was 
assumed that, in addition to the i,ooo millions of money which 
he receives from P and the i,ooo millions of commodities which 
he has for sale, he had over and above these sums another 
1,000 millions of money, which he himself threw into circula¬ 
tion. Instead of i,ooo millions of money circulating the goods 
between him and the farmer, on this assumption 2,000 millions 
would be used for this purpose. Then 1,000 millions returns to 
S. For he buys from the farmer to an amount of 2,000 millions 
of money. The latter buys commodities from S to an amount 
of 1,000 millions, for which F would have to pay back half of 
the money received from him. 

In the first case S buys in two stages. First, he spends 1,000 
millions; this flows back to him from F, and then once again 
he pays them out finally and nothing flows back. 

In the second case, on the other hand, S makes a single 
purchase for 2,000 millions. If F now buys back commodities 
from S for 1,000 millions, this money will remain with S. 
The circulation would have used 2,000 millions instead of 
1,000. While in the first case 1,000 millions of money realised 
2,000 millions of commodities in two rotations, in the second 
case these commodities were realised by a simple rotation of 
2,000 millions of money. If the farmer now pays back 1,000 
millions to S, the latter then has no more than in the first 
case. For in addition to the 1,000 millions of commodities he has 
thrown into circulation 1,000 millions of money from funds of 
his own which existed before the circulation process began. He 
laid them out for circulation, and they therefore flow back to him. 

In the first case, the aggregate value in circulation (if the 
money is real money) amounts to 4,000 millions, 3,000 in 
commodities, and 1,000 in money. The amount of money 
circulating and (from F’s standpoint) originally thrown into 
circulation was never more than 1,000 millions, that is, never 
more than the balance which S had to pay to F. Inasmuch as 
F buys from S to the value of 1,000 millions, S can settle his 
balance with this 1,000 millions. 

In the second case, S throws 2,000 millions into circulation. 
It is true that with it he buys commodities from F for 2,000 
millions. In this case 2,000 millions is needed as means of 
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circulation and is paid out against an equivalent in commodi¬ 
ties. But F buys back from S to an amount of i,ooo millions. 
1,000 miUions therefore returns to S, since the balance which 
he has to pay to F only amounts to 1,000 millions and not 
2,000 millions. He has now reimbursed F with 1,000 millions 
in commodities, and so F must pay back to him the 1,000 
millions which it now appears S had paid him in money to no 
purpose. This case is interesting enough to dwell on for a 
moment. 

In the circulation assumed above of 3,000 millions of 
commodities, of which 2,000 millions are means of subsistence 
and 1,000 millions industrial goods, there arc various possible 
alternatives; but we must consider, first, the case as advanced 
by Quesnay, presupposing 1,000 millions of money in the 
hands of S and 1,000 millions of money in the hands of F at 
the moment when the circulation between the two begins; 
secondly, let us assume for the sake of illustration that S, in 
addition to the 1,000 millions of money which he receives 
from P, has a further 1,000 millions of money in his safe. 

I. First, the case as put by Quesnay. With 1,000 of money, S 
buys 1,000 of commodities from F. With the 1,000 of money thus 
received from S, F buys 1,000 of commodities from S. Finally 
S, with the 1,000 of money he has thus got back, buys 1,000 
of commodities from F. The 1,000 of money remains therefore 
with F, and represents for him capital (in fact, together with 
the other 1,000 of money, which he has received back from 
P, and which constitutes revenue, with which in the following 
year he once again pays the rent in money, namely 2,000 of 
money). Here 1,000 of money has circulated three times, 
from S to F, from F to S, from S to F, and each time for i ,000 
of commodities, therefore for a total of 3,000. If the money 
itself has value, then values totalling 4,000 are in circulation. 
Money functions here only as means of circulation; but it is 
transformed into money, and, what is more essential, into 
capital, for F, whose hand it reaches last, where it remains. 

II. Second: The money functions purely as means of pay¬ 
ment. In this case S, who buys commodities from F for 2,000, 
and F, who buys commodities fix)m S for 1,000, come to a 
settlement with each other. S has to pay, at the end of the 
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transaction, a balance of i,ooo in money. As before, i,ooo of 
money find their way into F’s cash-box, but without having 
served as means of circulation. For him the money is a change¬ 
over of capital, since it only replaces for him a capital of i,ooo 
in commodities. Total values of 4,000 have therefore been in 
circulation as before. However, instead of the 3 movements of 
1,000 in money, only one has taken place, and the money has 
paid for a total value of commodities equal only to itself. 
Previously it was three times as much. What would be saved 
as compared with the first case would be the two superfluous 
movements of circulation. 

III. Third: F, with the 1,000 in money (received from P) 
appears first as a purchaser, and buys commodities from S for 
1,000. Instead of lying fallow with him as a reserve for paying 
the next rent, the 1,000 of money now circulates. S has now 
2,000 in money (1,000 from P and 1,000 from F). With this 
2,000 in money he buys 2,000 commodities from F. A value 
of 5,000 has now therefore been in circulation (3,000 in 
commodities and 2,000 in money). A circulation of 1,000 in 
money and 1,000 in commodities, and a cireulation of 2,000 
in money and 2,000 in commodities has taken place. Of this 
2,000 in money, the 1,000 originating from the farmer circu¬ 
lates twice, that originating from S only once. Now 2,000 in 
money returns to F, of which however only 1,000 settles his 
balance; the other 1,000 in money, which he himself threw 
into circulation by taking the initiative as buyer, flows back 
to him in the course of circulation. 

IV. Fourth: With 2,000 in money (1,000 from P and 1,000 
which he himself throws into circulation from his own 
resources) S buys 2,000 in commodities from F in one transac¬ 
tion. F buys back 1,000 of commodities from S, and so returns 
to him 1,000 in money. He retains as before 1,000 in money 
for settling the balance between himself and S. Now total values 
of 5,000 have circulated, in two movements of circulation. 

In this case 1,000 in money returns to S, but this is the 1,000 
in money which he threw into circulation himself, out of his 
own resources and not from the sale of his commodities to P. 

If in case I, as indeed in case II, never more than 1,000 
millions circulates in money, but changes hands three times, 
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while in case II it circulates only once, this is simply due to 
the fact that case II assumes a development of eredit, and so 
an economy in payments, while in case I a rapid movement 
takes place; but each time the money comes in as means of 
circulation, so each time the value must seem to be doubled 
at the two poles, once in money and once in commodities. 
If, in cases III and IV, 2,000 in money circulates instead of 
1,000 as in I and II, this is because once in both cases (in 
case III by S as buyer, who closes the process of circulation, 
and in case IV by S as buyer, who opens the process of 
circulation), 2,000 of commodities enter circulation together, 
and indeed on the presupposition that payment for them is 
not to be made in the balance of an account, but that they are 
to be bought outright. 

The most interesting thing in the movement is in every 
case the 1,000 in money which, in case III F, and in case IV S, 
leave behind, although in both cases the balance of 1,000 in 
money is paid to F, and he receives in case III not a farthing 
more and in case IV not a farthing less. Naturally, what are 
here exchanged arc always equivalents, and when we speak of 
a balance, wc mean no more than the equivalent value which 
is paid in money instead of in commodities. 

In case III, F throws 1,000 in money into circulation and 
receives from S its equivalent in commodities or 1,000 in 
commodities. S, however, now buys commodities from him 
for 2,000 in money. The first 1,000 in money, which F has 
thrown in, thus returns to him, because 1,000 in commodities 
is taken from him in exchange. With the money laid out by 
him, he gets paid for the 1,000 of commodities. The second 
1,000 in money he receives in payment for the second 1,000 
in commodities. This balance of money is due to him, because 
he buys commodities for a total of only 1,000 in money, and 
commodities to the amount of 2,000 are bought from him. 

In case IV, S puts into circulation in a single payment 
2,000 in money for which he takes 2,000 in commodities from 
F. F in turn buys from him 1,000 in commodities with the 
money spent by S himself, and so 1,000 in money return to F. 

In case IV, S in fact gives F 1,000 in commodities, the 
equivalent of 1,000 money; and 2,000 money in cash; that is, 
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3,000 money. He receives from him, however, only 2,000 in 
commodities. Therefore F has to return to him 1,000 money. 

In case III, F gives S in commodities 2,000, the equivalent 
of 2,000 money, and 1,000 money in cash. This makes therefore 
3,000 money; but he receives from him only 1,000 in com¬ 
modities, the equivalent of 1,000 money. Therefore S has to 
return to him 2,000 money. He pays back 1,000 in the money 
which F himself has put into circulation, and he himself puts 
1,000 into circulation. 

In both cases S receives 2,000 commodities, and F 1,000 
commodities plus 1,000 money, that is, the money balance. If 
in case III a further 1,000 money flows to F, it is only the 
money which he has thrown into circulation in excess of the 
commodities which he has drawn out of circulation. It is the 
same with S in case IV. 

In both cases S has to pay a balance of 1,000 money in 
cash, because he withdraws from circulation 2,000 in com¬ 
modities, and puts into circulation commodities to the amount 
of only 1,000. In both cases F has to receive a balance of 1,000 
money in cash, because he puts into circulation 2,000 in 
commodities, and draws out of it commodities to the amount 
of only 1,000; the second 1,000 commodities must therefore 
be paid to him in money. In both cases it is only this 1,000 
in money which in the last resort can change hands. Since 
however 2,000 in money are in circulation, 1,000 money must 
flow back to the one who put it into circulation. This may be 
F, who receives a balance of 1,000 money from circulation, 
but in addition to that has put into circulation another 1,000 
in money; or it may be S, who has to pay on balance only 1,000 
money, but has in addition put 1,000 money into circulation. 

In case III, it is possible for 1,000 money to come into 
circulation [over and above the sum of money which in the 
given circumstances is needed for the circulation of the 
quantity of commodities], because F appears first as a pur¬ 
chaser and therefore must put money into circulation, whatever 
his ultimate relationship may turn out to be. In case IV 
similarly 2,000 money come into circulation, instead of only 
1,000 as in II, because firstly S appears first as buyer and 
secondly because he buys the 2,000 commodities in one lump. 
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In both cases the money circulating between these buyers and 
sellers can ultimately only equal the balance which one has 
to pay to the other. For the money laid out by either S or F 
in excess of this amount is paid back to him. 

Assuming that F buys commodities from S for 2,000 in 
money; then the transaction would be as follows. First, F 
gives 1,000 in money to S for commodities. S buys commodities 
from F for 2,000 in money; hence the first 1,000 returns to F, 
and also a further 1,000. F again buys commodities from S for 
1,000 money; so that this 1,000 now returns to S. At the end of 
the process, F would have commodities equal to 2,000 money, 
and the 1,000 money which he had originally, before the 
process of circulation began; and S would have commodities 
to the amount of 2,000 and the 1,000 money which he similarly 
had originally. F’s 1,000 money and S’s 1,000 money would 
have changed places only as means of circulation, in order 
then to return as money—and in this case also as capital—to 
the two persons who had laid them out. If they had both used 
money only as means of payment, they would have set off 
2,000 commodities against 2,000 commodities; their accounts 
would have cancelled out, and not a penny would have 
circulated between them. 

The money, therefore, which as means of circulation passes be¬ 
tween two parties who face each other in the twofold capacity of 
buyer and seller, returns to each, and can circulate in three cases. 

First: The values of commodities supplied are equal. In 
this case the money returns to the one who has advanced it 
for circulation and so h<is met the costs of circulation out of 
his capital. For example, if F and S each buy commodities 
from the other for 2,000, and S commences the process, then 
he buys commodities from F for 2,000 in money. F returns to 
him the 2,000 money, buying with it from him 2,000 commodi¬ 
ties. Thus after the transaction, just as before, S has 2,000 
commodities and 2,000 money. Or if, as in the case previously 
taken, both advance the means of circulation in equal propor¬ 
tions, then the amount advanced by each for circulation returns 
to him; as above, i ,000 money to F and i ,000 money to S. 

Secortd: The commodity values exchanged between the two 
parties are not equal. There is a balance to be paid in money. 
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If now the circulation of commodities has taken place as in 
case I above, so that no more money entered into circulation 
than was necessary for the paying of this balance, always 
only this sum being transferred backwards and forwards 
between the two parties, then it falls finally into the hands of 
the last seller who keeps the balance for himself. 

Third: The commodity values exchanged on both sides are 
not equal. There is a balance to pay; but the circulation of 
commodities takes such a form that more money circulates 
than is necessary for paying the balance. In this case the 
superfluous money, in excess of the balance, returns to the 
party that advanced it. In case III, to the man who receives 
the balance, in case IV to the one who has to pay for it. 

In the second case the money only returns if the receiver of 
the balance is the first purchaser, as for example with the 
worker and the capitalist. It changes hands when the other 
one first appears as a purchaser. 

All this, of course, is on the assumption that the amounts of 
commodities in question arc bought and sold by the same 
person, so that the relation of each to the other is alternately 
buyer and seller. Suppose, on the other hand, that the 3,000 
commodities are equally divided among the commodity-owners 
A, A', and A", the sellers, and that the transactions are with 
the buyers B, B', and B". If the three purchases take place 
simultaneously, and therefore at different points in space, then 
3,000 money must circulate, so that as the outcome each A is 
in possession of 1,000 money and each B in possession of 1,000 
commodities. If the sales follow each other at successive times, 
the same 1,000 money can set several i,ooo’s of commodities 
in circulation, if the commodity metamorphoses are interlinked, 
so that some of the persons are both buyers and sellers, even 
if they are not, as in the above case, dealing with the same 
persons, but with one person as buyer and the other as seller. 
For example: 

(1) A sells commodities to B for 1,000 money. 

(2) A buys from B' with the 1,000 money. 

(3) B' buys from A' with the 1,000 money. 

(4) A' from B'" with the 1,000 money. 

(5) B"' from A" with the 1,000 money. 
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The money would have changed hands five times among the 
six persons, and commodities also would have been circulated 
therefore for 5,000 money. If commodities for only 3,000 are 
to be circulated then we have: (i) A buys commodities from 
B for 1,000 money. (2) B buys from A' for 1,000 money. 
(3) A' buys from B' for 1,000 money. Three changes of position 
among four persons. And so on. 

The examples outlined above do not contradict tlic law 
expounded earlier: “That with a given rapidity of circulation 
of money, and a given total price of commodities, the quantity 
of the circulating medium is determined” {Critique of Political 
Economy^ Kerr edition, p. 137). 

In example i above, 1,000 money circulates three times, 
and so commodities circulate to the amount of 3,000 money. 
The quantity of money in circulation is therefore 

3,000 (the price-total) 

- -—-- -:-- == 1,000 money. 

3 circulations 

In example III or IV the total price of the commodities in 
circulation is indeed the same—equivalent to 3,000 money; 
but the rapidity of circulation is different. 2,000 money 
circulates once; that is, 1,000 money plus 1,000 money. Of 
the 2,000 money, however, 1,000 circulates once more. 2,000 
money circulates two-thirds of the 3,000 commodities, and half 
of that amount will circulate 1,000 commodities, or one-third. 
The one 1,000 money circulates twice, but the other 1,000 
money circulates only once. The twofold circulation of 1,000 
money realises an aggregate commodity price equal to 2,000 
money; and the single circulation of 1,000 money realises an 
aggregate commodity price equal to 1,000 money; both 
together=3,000 commodities. What then is the rapidity of 
circulation of the money in relation to the commodities which 
in this case it circulates? The 2,000 money makes r| circula¬ 
tions (it is the same as if the total sum first completed one 
circulation, and then half of it completed another circula¬ 
tion) =3/2. And in fact, 

3,000 (th ejpriceto^^^^^^p 
3/2 circulations 
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But how is the var^ng rapidity of the money circulation 
determined in this case? 

Both in III and in IV the difference arises in contrast to I 
from the fact that in I the aggregate price of the commodities 
circulating at each moment is never greater and never smaller 
than one-third of the price of the total amount of commodities 
circulating. Commodities circulate in each transaction only 
to the amount of i,ooo money. In III and IV, on the other 
hand, commodities circulate once to the amount of 2,000 and 
once to the amount of 1,000; that is, once two-thirds of the 
existing stock of commodities, and once one-third. This is the 
reason why in wholesale trade larger currency denominations 
are required for circulation than in retail trade. 

As 1 have already said, in the circulation of money the 
flowing back of the money shows in the first place that the 
buyer has again become a seller, so that it is in fact immaterial 
whether he sells to the same persons from whom he bought, 
or not. If this however takes place between the same persons, 
then tlic phenomena occur which have occasioned so many 
mistakes (Destutt de Tracy). The buyer becoming a seller 
shows that new commodities are for sale. It is continuity in 
the circulation of commodities—^which is tlic same thing as 
their continual renewal; that is, reproduction. The buyer can 
again become a seller—as for example the manufacturer in 
relation to the worker—without this expressing an act of 
reproduction. It is only the continuous repetition in the flowing 
back of the money that can be said to show reproduction. 

The flowing back of money, in as much as it represents the 
retransformation of capital into its money form, necessarily 
indicates the end of a cycle, and the start of a new reproductive 
process if the capital continues to function as such. Here £ilso 
the capitalist, as in all other cases, was a seller, G-M, and 
then a buyer, M-C, but it is only in M that his capital once 
again has the form in which it can exchange for its reproductive 
elements, and the G here represents these productive elements. 
M-G here represents the transformation of money capital into 
productive or industrial capital. 

Furthermore, as we have seen, the flowing back of the 
money to its point of departure may indicate that the money 
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balance in a series of purchases and sales is in favour of the 
buyer with whom this series of transactions began. 

The first buyer F buys from S for i,ooo money. S buys from 
F for 2,000 money. Here 1,000 money flows back to F. In the 
case of the other 1,000, what takes place is only a simple 
transfer of money from S to F. 

Finally, however, the money may return to its point of 
departure without this representing the payment of a balance, 
both (i) when the balance of payments cancels out, so that 
there is no balance to be paid in money; (2) when the balances 
do not cancel out, and therefore a balance has to be settled in 
money. See the cases explained above. In all these cases it is 
immaterial whether for example F’s transactions are with the 
same S. For S here represents, as opposed to F, and F as 
opposed to S, the total number of those who sell to him and 
those who buy from him (just as in the example where the 
payment of a balance accounts for the return of the money). 
In all these cases the money flows back to die person who has, 
so to speak, financed the circulation. It has performed its 
function in circulation, just as bank notes do, and returns to 
the person who issued it. In this case it is only a means of circulation. 
The capitalists in question pay each other, and so it returns to the person 
who disbursed it. 

(6) Explanation of Profit on Capital by the Fact that the Worker's 
Wage is advanced Before the Commodity is Sold 

It can be seen from the foregoing how preposterous is the 
suggestion that “explains” the capitalist’s profit from the fact 
that he advances money to the worker before he has transformed 
the commodity into money. Firstly: when I buy goods for 
my own consumption I do not receive any profit, in spite of 
the fact that I am the buyer and the owner of the commodity 
is the “seller”, and that my commodity has the form of money 
while his has first to be transformed into money. The capitalist 
however only pays for the labour after he has consumed it, 
while other commodities are paid for before they are consumed. 
This corresponds with the peculiar nature of the commodity 
which is sold, and which in fact is only delivered in so far as 
it is consumed. In this transaction money is a means of payment. 
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The capitalist has always appropriated the commodity labour 
before he pays for it. The fact, however, that he only buys it 
in order to make a profit out of the re-sale of its product is 
not a reason for his making this profit. It is a motive. And it 
only amounts to saying that he makes a profit on the purchase 
of wage labour, because he wants to make a profit out of its 
re-sale. 

Secondly: But he does nevertheless advance to the worker, 
in the form of money, that part of the product which belongs 
to him as wages, thus saving him the trouble and the risk and 
the time involved if he had himself to transform into money 
that part of the commodity which belongs to him as wages. 
Is the worker not to pay him for this trouble, this risk and this 
time? Then he must on this account receive less from the 
product than he would otherwise get! This upsets the whole 
relationship between wage labour and capital and destroys 
the economic justification of surplus value. The result of the 
process is in fact that the fund out of which the capitalist pays 
the wage earner is nothing but the latter’s own product, and 
that therefore capitalist and worker actually share the product 
in definite parts. But this actual result has nothing whatever 
to do with the transaction between capital and wages (on 
which rests the economic justification of surplus value, the 
justification founded on the laws of commodity exchange 
itself). What the capitalist buys is the temporary right to 
dispose of labour power; he only pays for it when this labour 
power has worked, embodied itself in a product. Here, as in 
all cases where money serves as a means of payment, purchase 
and sale precede the real transfer of the money by the buyer. 
After that transaction, however, is completed, and before the 
real process of production begins, the labour belongs to the 
capitalist. The commodity, which comes from this process as 
its product, belongs wholly to him. He has produced it with 
means of production which he owns and with labour which 
he has bought and which therefore, although not yet paid 
for, belongs to him. It is the same as if he had not consumed 
another person’s labour in its production. The profit which 
the capitalist makes, the surplus value which he realises, 
originates precisely from the fact that what the worker sells 
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to him is not labour realised in a commodity, but his labour 
power itself as a commodity. If he had confronted him in the 
first form—as owner of commodities—the capitalist would not 
have been able to make any profit, to realise any surplus value, 
since according to the law of value equivalents arc exchanged, 
an equal quantity of labour for an equal quantity of labour. 
The surplus value of the capitalist originates precisely from 
the fact that he buys from the worker not commodities but 
his labour power itself, and this has less value than its product, 
or—what is the same thing—^realises itself in more embodied 
labour than is realised in itself. But now, in order to justify 
profit, its very source is covered up and the whole transaction 
from which it springs is renounced. Because in fact—once the 
process is continuous—the capitalist pays the worker only out 
of his own product, the worker is paid only from a part of his 
own product, and the advance is therefore a mere illusion— 
now it is said that the worker has sold his share of the product 
to the capitalist before it was traruformed into money. (Perhaps 
before it was capable of being transformed into money, for 
although the labour of the worker has materialised itself in a 
product, it may be that only an instalment of the saleable 
commodity is as yet realised, as for example parts of a house.) 
Thus the capitalist ceases to be the owner of the product, and 
thereby the whole process through which he has appropriated 
another’s labour gratis is renounced. Now commodity owner 
confronts commodity owner. The capitalist has the money, 
and the worker sells to him not his labour power but commodi¬ 
ties, namely the part of the product in which his own labour 
is realised. 

The worker will then say to the capitalist: “Of this 5 lb. of 
yam say three-fifths represent constant capital. They belong 
to you. Two-fifths, that is 2 lb., represent my newly added 
labour. You have therefore to pay me for two lb. So pay me 
the value of 2 lb.” And therewith he would pocket not only the 
wages but also the profit, in short, a sum of money equal to the 
amount of the newly added, materialised labour in the form 
of the 2 lb. 

“But,” the capitalist says, “have I not advanced the constant 
capital?” 
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“'I’hat’s right,” says the worker, “so you deduct 3 lb., and 
pay me only 2.” 

“But,” the capitalist goes on, “you couldn’t materialise your 
labour, you couldn’t spin, without my cotton and my machine! 
You must pay extra for them.” 

“Oh,” says the worker, “the cotton would have rotted and 
the spindles rusted if I hadn’t used them for spinning. The 3 lb. 
of yarn which you are deducting do represent, it is true, only 
the value of your cotton and the spindles used up in the 5 lb. 
of yarn and so contained in them. But it is only my labour 
that has maintained the value of the cotton and spindles by 
using these means of production as means of production. For 
this value-maintaining power of my labour I don’t ask any¬ 
thing of you, because it hasn’t cost me any extra labour time 
over and above the spinning, for which I get the 2 lb. This is 
a natural faculty of my labour, which costs me nothing, though 
it maintains the value of the constant capital. I don’t ask 
anything of you for that, and just as little can you ask anything 
of me for not being able to spin without spindles and cotton. 
For without spinning the spindles and cotton would not be 
worth a straw.” 

Driven into a comer, the capitalist now says: “The 2 lb. of 
yam are in fact worth 4^. They represent that much labour 
time of yours. But am I to pay you for them before I have 
sold them! Perhaps 1 may not sell them at all. That is risk 
No. I. Secondly, perhaps I may sell them at less than their 
price. That is risk No. 2. And thirdly, in any case it takes time 
to sell them. Am I to incur both risks for you for nothing and 
lose my time into the bargain? You can’t expect something for 
nothing!” 

“Wait a moment,” answers the worker. “What is our 
relationship? We face each other as owners of commodities, you as 
buyer, I as seller, for you want to buy from me the 2 lb., my 
share of the product, and in fact they contain nothing but my 
own labour time materialised. Now you assert that I must sell 
you my commodity below its value, so that as a result you may 
receive more value in commodity form than you now possess 
in money. The value of my commodity is 4J. You want to 
give for it only 2s., so that—since 2s. contains as much labour 
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time as i lb. of yam—^you get from the exchange twice as 
much value as you give. I on the other hand get instead of an 
equal value only half as much—^instead of an equivalent for 
2 lb. of yam, an equivalent for only i lb. And on what do you 
base this demand, which is contrary to the law of value and of 
exchange of commodities in proportion to their value? On 
what? On the fact that you are buyer and I am seller, that my 
value is in the form of yarn, a commodity, and yours in the 
form of money, that the same value in the form of yam 
confronts the same value in the form of money. Or do you 
hold the childish view that every commodity must be sold 
under its price—that is, for lass than the sum of money which 
represents its value—because it takes on a greater value in the 
form of money? But no, my friend, it gets no greater value from 
the exchange; the amount of value in it docs not change, it 
merely shows up as exchange value in pure form. Besides, my 
friend, think of the troubles you arc laying up for yourself if 
you adopt this standpoint. Your assertion amounts to saying 
that the seller must always sell his commodity to the buyer 
below its value. Certainly this was so when we workers sold 
you, not at that time our goods, but our labour power itself. 
True, you bought it at its value, but you bought our labour 
itself for less than the value in which it makes itself manifest. 
But let us say no more of that unpleasant memory. We’ve got 
beyond that, thank goodness, since—^by your own decision— 
we are no longer to sell you our labour power as a commodity, 
but the commodity itself which is the product of our labour. 
Now we come back to the troubles you laid up for yourself. 
The law you now set up, that the seller pays for the transforma¬ 
tion of his commodity into money not only with his commodity, 
through the exchange of his commodity for money, but that in 
addition he pays by selling the commodity under its price— 
this law, according to which the buyer always cheats and gets 
the better of the seller, must hold good in like measure for 
every buyer and seller. That granted, we’ll agree to your 
proposition, but on condition that you submit yourself to the 
law you have just created, namely the law that the seller must 
present the buyer with a part of his commodity nothing in 
return for the buyer transforming it for him into money. So 
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you buy my 2 lb., which are worth 45., for 2J., thus making a 
profit of 2J. or 100 per cent. But now you have 5 lb. of yam, 
of a value of io.v., after buying from me the 2 lb. belonging to 
me. Now you think you’re going to make a deal. The 5 lb. 
cost you only 8 j., and you want to sell them at lOJ. Stop!— 
says the buyer. Your 5 lb. of yam are a commodity, and you 
arc a seller. I have the same value in money, I am buyer. 
So, in accordance with the law which you acknowledge, I 
must make 100 per cent, profit out of you. You must therefore 
sell me the yarn at 50 per cent, of its value, for 51. I’ll give 
you then 5J., and get in exchange commodities to the value 
of 105 ., and make a hundred per cent, profit out of you, for 
what’s sauce for the goose is sauce for the gander. So you see, 
my friend, where you get with your new law; you would only 
have overreached yourself—at one moment, tme, you are a 
buyer, but after that you are again a seller. In this particular 
case you would lose more as a seller than you gain as a buyer. 
And don’t forget this—^Before the 2 lb. of yarn which you want 
to buy from us was in existence, didn’t you make other pur¬ 
chases in advance, but for which the 5 lb. of yarn would never 
have been there at all? Didn’t you buy cotton and spindles, 
which are now represented in 3 lb. of yam? At that time the 
cotton jobber in Liverpool and the spindle manufacturer in 
Oldham faced you as sellers, and you faced them as buyer; 
they represented commodities, you money—exactly the same 
relationship as we at the moment have the honour, or the 
misfortune, to have to each other. Wouldn’t the cunning cotton 
jobber and your jovial colleague from Oldham have had a 
good laugh at you, if you had demanded that they should 
hand over to you for nothing a part of the cotton and spindles, 
or, what is the same thing, sell you these commodities below 
their price (and their value), because you transformed their 
commodities into money, while they transformed money into 
commodities for you—because they were sellers, you buyer? 
They risked nothing, for they got ready money, exchange value 
in the pure, independent form. You on the other hand, what 
a risk you were taking! First to make spindles and cotton into 
yam, taking all the risks of the production process, and then 
finally the risk of selling the yam again, of transforming it into 
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money! The risk whether it would sell at its value, over, or 
under its value? The risk of not selling it at all, of not trans¬ 
forming it back into money. The yam as such hasn’t the 
slightest interest for you. You don’t eat yarn, you don’t drink 
it, you have no use for it at all except to sell it. And do you 
think that you must anyhow be paid for the loss of time wasted 
in transforming the yam back again into money, that is, in 
essence, in transforming the spindles and cotton into money? 
Old boy, your colleagues will reply, don’t make an ass of 
yourself, and don’t talk nonsense. What the devil do we care 
what you mean to do with our cotton and our spindles? Bum 
them, chuck them away, do what you like with them, but pay 
for them! What an idea! We are to make you a present of our 
goods, because you’ve set yourself up as a spinner and don’t 
seem much at home in business, inasmuch as you make such a 
song about its risks and dangers. Give up your spinning mill, 
or don’t come to market with such preposterous ideas!” 

The capitalist, with a supercilious smile, replies to this 
tirade from the workers: “Evidently you people are a bit out 
of your depth. You’re talking about things you don’t under¬ 
stand. Do you imagine that I’ve paid ready money to the 
Liverpool fellow and the chap in Oldham? Not a brass farthing! 
I’ve paid them in bills of exchange, and the Liverpool fellow’s 
cotton was in fact spun and sold before his bill fell due. With 
you it’s another affair altogether. You want to get ready 
money.” 

“Very well,” say the workers, “and what did the Liverpool 
fellow and the chap from Oldham do with your bills of 
exchange?” 

“What did they do with them?” rejoins the capitalist. 
“That’s a stupid question. They deposited them with their 
bankers and got them cashed then and there.” 

“How much do they pay the banker for that?” 

“How much? Money is very cheap just now. I imagine they 
paid about 3 per cent, discount—that is to say, not 3 per cent, 
of the sum involved, but an amount for the term of the bill 
corresponding to a 3 per cent, rate for the whole year.” 

“So much the better,” say the workers. “Pay us 4^., which 
is the price of our conunodity—-or pay us 24J., as we’d like to 
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reckon it weekly. But take from it 14 days’ interest at the rate 
of 3 per cent, per annum.” 

“But,” says the capitalist, “this bill of exchange is too small. 
No banker would discount it.” 

“Very well,” the workers reply. “There are a hundred of us, 
so you have to pay us 2,400^. Give us a bill of exchange for 
this amount. £j20 —that’s not too small a sum to be discounted. 
In fact you can discount it yourself, and then the amount 
can’t be too small for you, as it’s the same as the amount 
from which, you allege, you draw your profit from us. The 
amount deducted wouldn’t be worth mentioning. And since 
in this way we would get the major part of our product in its 
entirety, we would soon reach the point at which we no longer 
needed you to discount for us. Naturally we shall not give you 
longer credit than the fourteen days the stockjobber gives you.” 

If—completely reversing the actual relationship—wages are 
to be derived from the discount on the part of the value of 
the total product which belongs to the worker, from the fact 
that the capitalist pays the worker this part in advance in 
cask, the capitalist would have to give the worker very short 
term bills of exchange, such as for example he himself pays 
to the cotton jobber and others. The worker would receive 
most of his product, and the capitalist would soon give up 
being a capitalist. Instead of being the owner of the product 
he would have become only the workers’ banker. Incidentally, 
just as the capitalist runs the risk of selling the commodities 
below their value, he equally has the chance of selling them 
above their value. If the product cannot be sold, then the 
worker is thrown on to the street. If for a long period it fiills 
below the market price, his wages will be reduced below the 
average and short time will be worked. He therefore runs the 
greatest risk. 

Finally, it never enters anyone’s mind that the farmer, who 
has to pay his rent in money, or the industrial capitalist, who 
has to pay interest in money, is entitled to deduct a part of 
his rent or of his interest, simply on the ground that before he 
could pay he must first have transformed his product into 
money. 



B. ADAM SMITH AND THE CONCEPT OF 
PRODUCTIVE LABOUR 



1. HIS DETERMINATION OF VALUE BY LABOUR 


Adam Smith, like all economists worth mentioning, takes over 
from the Physiocrats the conception of the average wage, 
which he calls the natural price of wages. 

“A man must always live by his work, and his wages must 
at least be sufficient to maintain him. They must even upon 
most occasions be somewhat more; otherwise it would be 
impossible for him to bring up a family, and the race of 
such workmen could not last beyond the first generation” 
{Wealth of Nations, Book I, Chapter VIII, p. 6o). 

Adam Smith expressly states that the development of the 
productive power of labour does not benefit the worker himself. 
He says: 

“The produce of labour constitutes the natural recompense 
or wages of labour. In that original state of things, which 
precedes both the appropriation of land and the accumula¬ 
tion of stock, the whole produce of labour belongs to the 
labourer. He has neither landlord nor master to share with 
him. Had this state continued, the wages of labour would 
have augmented with all those improvements in its produc¬ 
tive powers, to which the division of labour gives occasion. 
All things would gradually have become cheaper.’ They 
would have been produced by a smaller quantity of labour; 
and as the commodities produced by equal quantities of 
labour would naturally in this state of things be exchanged 
for one another, they would have been purchased likewise 
with the produce of a smaller quantity.... But this original 
state of things, in which the labourer enjoyed the whole 
produce of his own labour, could not last beyond the first 
introduction of the appropriation of land and the accumula¬ 
tion of stock. It was at an end, therefore, long before the 
most considerable improvements were made in the produc¬ 
tive powers of labour, and it would be to no purpose to 
trace further what might have been its effects upon the 
recompense or wages of labour” (pp. 57-8). 

1 At any rate, all those things which required a smaller quantity of labom 
for their reproduction. But they not only “would have” become cheaper; they did 
in fact become cheaper. 
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Here Adam Smith very acutely notes that the really great 
development of the productive power of labour starts only 
from the moment when it is transformed into wage labour, 
and the conditions of labour confront it on the one hand as 
landed property and on the other hand as capital. The 
development of the productive power of laboiu:, therefore, 
begins only under conditions in which the worker himself 
can no longer appropriate its result. It is, therefore, quite 
futile to go into the question of how this growth of productive 
powers might have influenced wages, taken here as still equal 
to the product of labour, or would have affected wages on the 
hypothesis that the product of labour (or the value of this 
product) belonged to the worker himself. 

Adam Smith is very heavily infected with the conceptions 
of the Physiocrats, and often whole strata run through his 
writings which belong to the Physiocrats and are in complete 
contradiction with the views specifically elaborated by himself. 
This is so, for example, in the treatment of land rent, etc. 
Those passages in his writings which are not characteristic of 
him, but in which he is a mere Physiocrat, can be completely 
disregarded for our present purpose. 

I have already, in the first part of this work,* when dealing 
with the analysis of the commodity, pointed out Adam Smith’s 
inconsistency in his account of how exchange value is deter¬ 
mined. In particular I have shown how he sometimes confuses, 
and at other times substitutes, the determination of the value 
of commodities by the quantity of labour required for their 
production, with the quantity of commodities required to buy 
a definite quantity of human labour—or, what is the same 
thing, the quantity of living labour required to buy a definite 
quantity of commodities. Here he makes the exchange value of 
labour the measure for the value of commodities. In fact he 
makes wages the measure, for wages are equal to the quantity 
of commodities bought with a definite quantity of living labour, 
or are equal to the quantity of labour that can be bought by 
a definite quantity of commodities. The value of labour, or 
rather of labour power, changes, like that of any other com¬ 
modity, and in no way differs specifically fium the value of 

1 The Critique of Political Economy, Kerr edition, p. 68. 
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Other commodities. Here value Ls made the measuring rod and 
the basis for the explanation of value—so we have cercle vicieux, 
a vicious circle. fC-CS 

From the exposition that follows, however, it will be seen 
that this instability and this jumbling up of completely hetero¬ 
geneous determinations of value do not affect Smith’s investiga¬ 
tions into the nature and origin of surplus value, because in 
fact, without even being aware of it, whenever he touches this 
question he keeps firmly to the correct determination of the 
exchange value of commodities, that is, its determination by 
the quantity of labour or the labour time expended on them. 

Secondly, however, this contradiction in Adam Smith and 
his passing over from one kind of explanation to another is 
based upon something deeper, which Ricardo, in exposing 
this contradiction, overlooked, did not rightly appreciate, and 
therefore also did not solve. Let us assume that all workers 
are producers of commodities, and not only produce their 
commodities but also sell them. The value of these commodities 
is determined by the necessary labour time contained in them. 
If therefore the commodities are sold at their value, the worker 
buys with one commodity, which is a product of 12 hours’ 
labour time, again 12 hours’ labour time in the form of another 
commodity, that is to say, 12 hours’ labour time which is 
embodied in another use value. The value of his labour is, 
therefore, equal to the value of his commodity, that is to say, 
equal to the product of 12 hours’ labour time. The selling and 
buying again, in short the whole process of exchange, the 
metamorphosis of the commodity, does not in any way alter 
this. It changes only the form of the use value in which this 
12 hours’ labour time appears. The “value of labour”, there¬ 
fore, is equal to the value of the product of labour. In the 
first place, in the commodities—so far as they are exchanged 
at their value—equal quantities of materialised labour are 
exchanged. Secon^y, however, there is an exchange of a 
definite quantity of living labour for an equal quantity of 
materialised la^ur, because, firstly, the living labour is 
materialised in a product, a commodity, which belongs to 
the worker, and secondly, this commodity is in turn exchanged 
for another commodity which contains an equally large 
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quantity of labour. In fact, therefore, a definite quantity of 
living labour is exchanged for an equally large quantity of 
materialised labour. Thus, it is not only commodity which 
exchanges for commodity in the proportion in which they 
represent an equal quantity of materialised labour time, but a 
quantity of living labour exchanges for a commodity which 
represents the same quantity of materialised labour. On this 
assumption the “value of labour” (the quantity of a commodity 
which can be bought with a given quantity of labour, or the 
quantity of labour which can be bought with a given quantity 
of a commodity) could serve as the measure of its value just 
as well as the quantity of labour contained in the commodity; 
for the “value of labour” always represents the same quantity 
of materialised labour as the living labour requires for the 
production of this commodity, or a definite quantity of living 
labour time always commands a quantity of commodities 
representing the same quantity of materialised labour time. 
But in all modes of production—and particularly also in the 
capitalist mode of production—^in which the material conditions 
of labour belong to one or several classes, while on the other 
hand nothing but labour power belongs to another class, the 
working class, the contrary takes place. The product, or the 
value of the product of labour, does not belong to the worker. 
A definite quantity of living labour does not command the same 
quantity of materialised labour, or a definite quantity of labour 
materialised in a commodity commands a greater quantity of 
living labour than is contained in the commodity itself. 

As Adam Smith quite correctly starts out from the commodity 
and the exchange of commodities, and therefore the producers 
originally confront each other only as possessors of commodities, 
sellers of commodities and buyers of commodities, he thus 
discovers (so it seems to him) that in the exchange between 
capital and wage labour—materialised labour and living 
labour—the general law is immediately set aside, and com¬ 
modities (for labour also is a commodity, so far as it is bought 
and sold) do not exchange in proportion to the quantities of 
labour they represent. Hence he concludes that labour time is 
no longer the immanent measure which regulates the exchange 
value of commodities, from the moment when the conditions 
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of labour confront the worker in the form of landed property 
and capital. He should on the contrary, as Ricardo rightly 
pointed out, have concluded that the expression “quantity of 
labour” and “value of labour” are then no longer identical, 
and therefore the relative value of commodities, although 
determined by the labour time contained in them, is not 
determined by the “value of labour”, as the latter expression 
was only correct so long as it remained identical with the 
first. Later on, when we come to deal with Malthus, we shall 
show how wrong and absurd it would be, even when the 
worker himself appropriates his own product, that is the value 
of his own product, to make this value or the value of labour 
the measure of value, in the same sense in which labour time 
or labour itself is the measure of value and the value-creating 
element. For even in the case we have assumed, the labour 
which can be bought with a commodity cannot serve as a 
measure in the same sense as the labour which is contained 
in it. One would be merely an index to the other. 

In any case, Adam Smith feels the difficulty of deducing the 
exchange between capital and labour from the law which 
determines the exchange of commodities, since the former 
apparently rests upon opposite and quite contradictory 
principles. And the contradiction was incapable of solution so 
long as capital was set directly against labour instead of against 
labour power. Adam Smith was well aware that the labour 
time which the labour power costs for its production and 
maintenance is very different from the labour which it itself 
can perform. Thus he himself quotes from Cantillon: Essai sur 
la nature du commerce: 

“The labour of an able-bodied slave, the same author 
adds, is computed to be worth double his maintenance; and 
that of the meanest labourer, he thinks, cannot be worth less 
than that of an able-bodied slave” [Wealth of Nations^ Book 
I, Chapter VIII, p. 6o). 

On the other hand it is strange that Adam Smith did not 
grasp how little connection the objection he raises has with 
the law which regulates the exchange of commodities among 
themselves. That commodities A and B exchange in proportion 
to the labour time contained in them is in no way upset by 
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the proportions in which tihe producers of A or of B divide 
the products A and B, or rather their value, among them* 
selves. If a part of A goes to the landowner, anotho: to the 
capitalist, and a third part to the worker, no matter what the 
share of each may be, this does not alter the fact that A itself 
exchanges with B according to its value. The mutual relation 
of the labour time contained in each of the two commodities 
A and B is in no way affected by how the labour time contained 
in A and B is appropriated by different persons. 

“When the exchange of the cloth for the linen has been 
accomplished, the producers of the cloth will share in the 
linen in precisely the same proportions as they before shared 
in the clodi” (Karl Marx, The Poverty of Philosopfty, Kerr 
edition, p. 56). 

It is this, too, that later the Ricardians rightly drove home 
against Adam Smith. Thus the Malthusian John Gazenove 
says that “Interchange of commodities”—exchange of com¬ 
modities—^must not be confused with “Distribution”—the 
distribution of them: 

“The circumstances which affect the one do not always 
affect the other. For instance, a reduction in the cost of 
producing any particular commodity will alter its relation 
to all others; but it will not necessarily alter its own dis¬ 
tribution, nor will it in any way influence that of the others^ 
Again, a general reduction of commodities affecting them all 
al^e will not alter their relation to each other. It might or 
might not affect their distribution” (John Gazenove: Preface 
to T. R. Maltbus, Defmtion inPoUtical Econon^, London, 1853). 

But the “distribution” of the value of the product between 
capitalist and worker is itself based on an “interchange” 
between commodities-^-commodities and labour power~and 
therefore this is the cause of some confusion in Adam Smith’s 
investigation. The foct that he inddentally made “the value 
. of labour” or the extent to which one commodity (numey) can 
puztfoisse labour, the measure of value, has a duturtang effect 
on the development Admn Smith’s argument when he comes 
to the foeory priced devdops die influence of competition 
^ the it di^riyes his wmk in genendof all 

mdty; and even excludes a mass essen ti al questions flrom his 
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investigation. As we shall soon see, however, it remains 
without influence on his exposition of surplus value in general, 
inasmuch as here he consistently keeps to the correct deter* 
mination of value by the labour time expended in different 
commodities. 

Before we proceed to his presentation of surplus value one 
other fact must be mentioned. Adam Smith mixes up different 
things. First, he states in Book 1 , Chapter V: 

“Every man is rich or poor according to the degree in 
which he can afford to enjoy the necessaries, conveniences, 
and amusements of human life. But after the division of 
labour has once thoroughly taken place, it is but a very small 
part of these with which a man’s own labour can supply him. 
The far greater part of them he must derive from the labour 
of other people, and he must be rich or poor according to the 
quantity of that labour which he can command, or which 
he can afford to purchase. The value of any commodity, 
therefore, to the person who possesses it, and who means not 
to use or consume it himself, but to exchange it for other 
commodities, is equal to the quantity of labour which it 
enables him to purchase or command. Labour, therefore, 
is the real measure of the exchangeable value of all com¬ 
modities” (p. 26). 

Further: 

“They [the goods] contain the value of a certain quantity 
of labour which we exchange for what is supposed at the 
time to contain the value of an equal quantity.... It was not 
by gold or by silver, but by labour, that all the wealth of the 
world was ori^ally purchased; and its value, to those who 
possess it, and who want to exchange it for some new pr^uc- 
tions, is precisely equal to the quantity of labour which il 
can enable them to purchase or command” (p. 26). 

Finally: 

“Wealth, as Mr. Hobbes says, is power. But the person who 
either acquires, or succeeds to a great fortune, does_ not 
necessarily acquire or succeed to any political power, either 
civil or military. . . . The power which that possession 
immediat^ and directly conveys to him, is the power of 
purchasing; a certain command over all the labour, or over all 
the produce of labour, which is then in the market” (pp. 26-7). 
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We see that in aU these passages Adam Smith mixes up 
“the labour of others’* and “the product of this labour”. 
The exchange value of the commodity which smyone possesses 
consists, after the introduction of the division of labour, in 
the commodities of other persons which he can purchase, that 
b to say, in the quantity of other persons* labour contained in 
them, the quantity of materialised labour of others. And this 
quantity of the labour of others is equal to the quantity of 
labour contained in his own commodity. As he expressly says: 
“They [the goods] contain the value of a certain quantity of 
labour, which we exchange for what is supposed at the time 
to contain the value of an equal quantity . . in which last 
sentence the word “value” is superfluous and meaningless. 

The emphasis here is on the change brought about by the 
division of labour: that is to say, wealth consists no Icmger in 
the product of one’s own labour but in the quantity of the labour 
of others which this product commands, the quantity of social 
labour it can purchase, which quantity is determined by the 
quantity of labour contained in one’s own product. In fact, 
only the concept of exchange value is here involved—^that my 
labour counts only as social labour, and consequently its 
product determines my wealth by its command over an equal 
quantity of social labour. My commodity, which contains a 
definite quantity of necessary labour time, gives me command 
of all other commodities of equal value, that is, of an equal 
quantity of the labour of others realised in other use values. 
The emphasis here lies on the equalisation, brought about by 
the division of labour and exchange value, of nty labour with 
the labour of others, in other words, on social labour (the feet 
that my labour too or the labour contained in my commodity 
is already socially determined, and has essentially changed its 
character, escapes Adam) and not at all on Ae diffewme e 
between materialised labour and living labour and the specific 
laws of their exchange. In fact, Adam Smith says nothing mbtie 
than that the value of commodities is determined by the labour 
time contained in them, and the wealth of the owner of 
commodities consists in the quantity of social labour at his 
disposal. The incidental equating of labour wifii Ae jtroduet 
of labour provides here, however, the first occaskm fer the 
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confusion between the determination of the value of commodi¬ 
ties by the quantity of labour contained in them, and the 
determination of their value by the quantity of living labour 
which they can buy, that is to say, their determination by the 
“value of labour.” 

When Adam Smith says further on: “his fortune is greater 
or less precisely in proportion to the extent of this power 
[the right to dispose of la^ur or to buy the products of labour]; 
or to the quantity of other men’s labour, or, what is the same 
thing [here is the false identification], of the produce of other 
men’s labour which it enables him to purchase or command” 
(p. 38), he might just as well have said: His fortune is large or 
small in proportion to the quantity of social labour contained 
in it. 

Tlie false conclusion already emerges in this same fifth 
chapter, when, for example, it is stated that: 

“Labour alone, therefore, never varying in its own value, 
is alone the ultimate and real standard by which the value of 
all commodities can at all times and places be estimated and 
compared” (Book 1 , Chapter V, p. 29). 

What is true of labour itself and consequently of its measure, 
labour time, that the value of commodities is always propor¬ 
tionate to the labour time realised in them, no matter how 
the “iMiffM of labour” may change, is here claimed for this 
changing value of labour itself. 

Here Adam Smith for the first time explained the exchange 
of commodities as such: the nature of exchange value, of the 
diviskm of labour and of money. The parties to ,the exchange 
still confront each other only as owners of commodities. They 
purchase the labour of others in the form of commodities, just 
as their own labour appears in the form of commodities. The 
amount of social labour which they command is, therefore, 
equal to the quantity of labour contained in the commodity 
which they themselves buy. But when in the following chapters 
he comes to the exchange between materialised labour and 
Uvihg labour, and worker, and then rtreises 

&e vahie of (h^ no Icmger detmmned 

% qt^ it itself contains, but by the quantity 
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—^which differs from this—of the living labour of others which 
this commodity can command (that is, can buy), he thereby 
in fact does not say that the commodities themselves no longer 
exchai^e in proportion to the labour time contained in them. 
What he does say is that the increase of wealtk, the profitable 
use of the value contained in the commodity, and the extent 
of this profitable utilisation, depends upon the greater or less 
quantity of living labour which the materialised labour sets 
in motion. Put this way it is correct. But Adam Smith remains 
unclear. 

* * * 

How often in the course of his work, when he is explaining 
actual facts, Adam Smith conceives the amount of labour 
contained in the product as value and as determining value, 
can be shown by many examples. Some of these examples are 
dealt with by Ricardo. His whole doctrine of the influence of 
the division of labour and improved machinery on the prices 
of commodities is based on this. Here it is enough to quote 
one passage. In Book I, Chapter XI, Adam Smith speaks of 
the cheapening of many manufactured goods in his time as 
compared with former centimes, and then remarks: “It cost a 
greater quantity of labour to bring the goods to the market. 
When they were brought thither, therefore, they must have 
purchased or exchanged for the price of a greater quantity” 

(p. 211). 

In addition to the points here discussed it must be said that 
among his inconsistencies in defining value—^^part from the 
apparent contradiction in regard to wages—there is a further 
confusion: the measure of value as an immanent measure, 
which at the same time forms the substance iff value, is confused 
with the measure of value in the sense that money is spoken of 
as the measure of value. With this then comes the attempt to 
square the circle—^to find a commodity of unchangii^ value 
which would serve as a constant measure for others. As to 
the relation between the measurement of vtdue by mmiey and 
the detmnination of value by labour time; see the first p^ 
my work.* This confusion can also be found in certain psisagei 
of Ricardo. 

* CrOiqm Ktn «^kn, p. 
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(a) Profit 

In Chapter VI of Book I Adam Smith passes on from those 
relations in which it is assumed the producers confront each 
other only as sellers and owners of commodides, to the relations 
of exchange between the owners of the conditions of labour 
and those who own only labour power. 

“In that early and rude state of society which precedes 
both the accumulation of stock and the appropriation of 
land, the proportion between the quantities of labour 
necessary for acquiring different objects seems to be the only 
circumstance which can afford any rule for exchanging 
them! for one another. ... It is natural that what is usually 
the produce of two days’ or two hours’ labour, should be 
worth double of what is usually the produce of one day’s 
or one hour’s labour” (Book I, Chapter VI, pp. 41-2). 

That is to say, the labour time necessary to produce different 
goods determines the proportion in which they exchange for 
one another, or their exchange value. 

“In this state of things, the whole produce of labour 
belongs to the labourer; and the quantity of labour commonly 
employed in acquiring or producing any commodity, is the 
only circumstance which can regulate the quantity of labour 
which it ought commonly to purchase, command, or 
exchange for” (Book I, Chapter VI, p. 42). 

Consequently, on this assumption the worker is a mere 
sdler of commodities, and one commands the labour of the 
other only in so far as he buys the commodities of the other 
with his commodities. He thus commands with his commodities 
only so much of the other’s labour as is contained in his own 
commodities, since both exchange only commodities against each 
otiier, and tiie exchange value of the commodities is determined 
by the labour time or quantity of labour contained in them. 

But, continues Adam Smith, “as soon as stock has ac- 
c um nlflLtel in tiie hands of particular persons, some of them 
Vnll naturally employ it in setting to work industrious people, 
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whom they will supply with materials and subsistence, in order 
to make a profit by the sale of their work, or by what their 
labour adds to the value of the materials” (p. 42). 

Stop a moment, before we follow the passage further. In the 
first place, whence come the “industrious people” who possess 
neither means of subsistence nor materials of labour, who are 
hanging in the empty air? If we strip Smith’s statement of its 
naive phrasing, it means nothing more than that capitalist 
production begins at the moment when the conditions of 
labour belong to one class, and another class has at its disposal 
nothing but labour power. This separation of labour from the 
conditions of labour is the precondition of capitalist production. 

Secondly, however, what does Adam Smith mean when he 
says that the owners of capital employ “industrious people in 
order to make a profit by the sale of their work, or by what 
their labour adds to the value of the materials”? Does he mean 
by this that the profit comes from the sale, that the commodities 
are sold above their value—that is, what Steuart calls profit upon 
alienation—which is nothing but a changed distribution of 
already existing wealth? Let him answer for himself: 

“In exchanging the complete manufacture either for 
money, for labour,* or for other goods, over and above 
what may be sufiicient to pay the price of the materials, 
and the wages of the workmen, something must be given 
for the profits of the undertaker of the work who hazards 
his stock in this adventure” (Book I, Chapter VI, p. 42). 

Tliis “something” which must be given “for the profits of 
the undertaker” in the exchange of the completed commodity, 
does it come from the sale of the goods above their value, is it, 
Steuart’s profit upon alienation? 

“The value”, says Adam Smith immediately afterwards, 
“which the workmen add to the material, therefore, resolves 
itself in this case* into two parts, of which the one pays their 
wages, the other the profits of their employer upon the whole 
stock of materials and wages which he advanced.” 

Here therefore Adam Smith explicitly states: the profit 
which is made on the sale of the completed commodity origin- 

1 Here ^ain i.s a source of new error, 

2 When capitalist production has appeared. 
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ates not from the sale itself, not from the sale of the commodity 
above its value, is not profit upon alienation. The value, that 
is to say, the quantity of labour which the workers add to the 
materi^, falls rather into two parts. One pays their wages and 
is paid through their wages. The workers therewith give back 
only as much labour as they have received in the form of wages. 
The other part forms the profit of the capitalist, that is, it is 
a quantity of labour which he sells without having paid for it. 
Thus if he sells the commodity at its value, that is, according 
to the amount of labour time contained in it, in other words, 
if he exchanges it for other commodities according to the law 
of value, then his profit originates from the fact that he has 
not paid for one part of the labour contained in the goods, 
but has nevertheless sold it. Adam Smith has thereby himself 
refuted the idea that the circumstance which results in the 
whole product of his labour no longer belonging to the worker, 
but it or its value having to be shared with the owner of 
capital—that this circumstance invalidates the law according 
to which the relation in which commodities exchange one with 
another, or their exchange value, is determined by the quantity 
of labour time materialised in them. Indeed, on the contrary, 
he traces the profit of the capitalist to the fact that this capitalist 
has not paid for a part of the labour added to the commodity, 
and thence comes his profit on the sale of the commodity. 
We shall see how Adam Smith further on even more explicitly 
derives profit from the labour which the worker performs 
beyond the quantity of labour with which he pays for the 
wages, that is, with which he replaces the wages by an equi¬ 
valent. Adam Smith has thereby recognised the true origin 
of surplus value. He has at the same time expressly stated that 
it does not arise from funds advanced whose value—^no matter 
how useful they may be in the actual labour process—merely 
reappears in the product, but that it arises exclusively from the 
new labour which the “workers add to the raw material” in 
the new process of production, in which those funds figure as 
means of labour or instruments of labour. 

On the other hand the phrase “in exchanging the complete 
manufacture either for money, for labour, or for other goods” 
is wrong (and arises from the confusion mentioned earlier). 
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If he exchanges the goods for money or other goods, his 
profit comes from his selling more labour than he has paid 
for; from the fact that he does not exchange an equal quantity 
of materialised labour for an equal quantity of living labour. 
Therefore, Adam Smith must not put on the same par 
“exchange for money or other goods” and “exchange of the 
complete manufacture for labour”. For in the first exchange 
the surplus value originates from the fact that the goods are 
exchanged at their value, at the labour time contained in 
them, which, however, is partly unpaid. Here it is assumed that 
the capitalist does not exchange an equal quantity of past 
labour for an equal quantity of living labour; that the quantity 
of living labour appropriated by him is greater than the living 
labour paid for by him. Otherwise the wage of the worker 
would be equal to the value of his product. The profit on the 
exchange of the complete manufacture for money or other 
goods, if they are exchanged at their value, therefore arises 
from the fact that the exchange between the finished commo> 
dity and the living labour is subject to other laws: that here 
equivalents are not exchanged. These cases, therefore, must 
not be lumped together. Therefore profit is nothing but a 
deduction from the value which the workers have added to 
the material of labour. They add to the material, however, 
notliing but a new quantity of labour. The labour time of the 
worker, therefore, resolves itself into two parts: the one, for 
which he has received from the capitalist an equivalent, his 
wages; the other, which he gives to him gratis and which 
constitutes the profit. Adam Smith rightly points out that only 
the part of the labour (value) which the worker adds to the 
material, resolves itself into wages and profit, that is to say, 
the newly created surplus value in itself has nothing to do 
with the part of capital which has been advanced (as material 
and instruments of labour). 

Adam Smith, who has thus reduced profit to the appropria¬ 
tion of the unpaid labour of others, at once goes on to say: 

“The profits of stock, it may perhaps be thought, are only 
a different name for the wages of a particular sort of laboiu:, 
the labour of inspection and direction” (Book I, Chapter VI, 
P- 43 )- 
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And he refutes this false idea of wages for the labour of 
inspection and direction. We shall come back to this in another 
chapter. Here it is only important to stress that Adam Smith 
very well knows and expressly emphasises the contrast between 
his view of the origin of profit and this apologist view. 

After dealing with this contrast in greater detail, he con¬ 
tinues: 

“In this state of things, the whole produce of labour does 
not always belong to the labourer. He must in most cases 
share it with the owner of the stock which employs him. 
Neither is the quantity of labour commonly employed in 
acquiring or producing any commodity, the only circum¬ 
stance which can regulate the quantity which it ought 
commonly to purchase, command, or exchange for. An 
additional quantity, it is evident, must be due for the 
profits of the stock which advanced the wages and furnished 
the materials of that labour” (Book I, Chapter VI, pp. 43-4). 

This is quite correct. Given capitalist production, material¬ 
ised labour—^in the form of money or goods—always purchases, 
in addition to the amount of labour contained in it itself, an 
“additional quantity” of living labour for the “profit of the 
stock”, which, however, in other words, means nothing but 
that it appropriates for nothing, appropriates without paying 
for it, a part of living labour. Adam Smith is superior to Ricardo 
in that he so strongly emphasises that this changed relationship 
makes its appearance with capitalist production. On the other 
hand, Adam Smith is inferior to Ricardo in that he is never 
able to free himself from the viewpoint—^though it is one 
refuted by his own analysis—that through this changed relation 
between materialised labour and living labour a change also 
takes place in the determination of the relative value of 
commodities, although in their reciprocal relations these 
represent nothing but different, though definite, given quanti¬ 
ties of realised, materialised labour. 

{b) Land Rent 

After having thus presented surplus value in one form, the 
form of profit, as part of the labour which the worker performs 
over and above the part of the labour which replaces his wages, 
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Adam Smith does the same with the other form of surplus 
value, land rent. One of the objective conditions of lal^ur 
alienated from labour, and therefore confronting it as the 
property of others, is capital. The other is the land itself, the 
land as landed property. Therefore after having dealt with the 
owner of capital, Adam Smith continues: 

“As soon as the land of any country has all become private 
property, the landlords, like all other men, love to reap 
where they never sowed, and demand a rent even for its 
natural produce. . . . He [the labourer] must then pay for 
the licence to gather them; and must give up to the landlord 
a portion of what his labour either collects or produces. 
This portion, or, what comes to the same thing, the price 
of this portion, constitutes the rent of land” (Book I, Chapter 
VI, p. 44). 

Like industrial profit proper, land rent too is only a part of 
the labour which the worker has added to the raw materials 
and which he hands over to the owner of the land without 
being paid for it: that is to say, only a part of the surplus labour 
performed by him over and above the part of the labour time 
which he works in order to replace his wages, or in order to 
give back an equivalent for the labour time contained in the 
wages. 

Thus Adam Smith regards surplus value, that is, surplus 
labour, the excess of the labour performed and realised in the 
commodity above the paid labour—above the labour which 
has received its equivalent in the wages—as the general category, 
of which profit in the strict sense and land rent are merely 
branches. Nevertheless, he does not distinguish surplus value 
as such as a category distinct from the specific forms which it 
takes in profit and rent. This is the source of many errors and 
shortcomings in his investigations, and of even more in the 
work of Ricardo. 

(c) Interest on Capital 

Another form in which surplus value appears is interest, 
“the interest or the use of money”. But this “interest of money 
is always”, says Adam Smith later in the same chapter 
(Chapter VI of Book I), “a derivative revenue which, if it is 
not paid from the profit which is made by the use of the money, 
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must be paid from some other source of revenue,* unless 
perhaps the borrower is a spendthrift, who contracts a second 
debt in order to pay the interest of the first” (p. 46). 

Interest is, therefore, either a part of the profit made by loan 
capital; in which case it is a secondary form of profit itself, a 
branch of profit, or merely a further division between different 
persons of the surplus value appropriated in the form of profit. 
Or it is paid out of rent. In which case the same holds good. 
Or the borrower pays the interest out of his own or someone 
else’s capital. In which case it in no way constitutes surplus 
value, but is merely a different distribution of existing wealth— 
“vibration of the balance of wealth between parties”, as in 
“profit upon alienation”. Excluding the latter case, when 
interest is in no way a form of surplus value (and excluding 
the case where it is a deduction from wages or is itself a form 
of profit; Adam Smith does not mention this latter case) 
interest is, therefore, merely a secondary form of surplus 
value, a mere part of profit or of rent (affecting merely the 
distribution of these) and constitutes, therefore, nothing but a 
part of unpaid surplus labour. 

A separate chapter (the fourth) of Book II deals with loan 
capital. It begins with the following propositions: 

“The stock which is lent at interest is always considered 
as a capital by the lender. He expects that in due time it is 
to be restored to him, and that in the meantime the borrower 
is to pay him a certain annual rent for the use of it. The 
borrower may use it either as a capital, or as a stock reserved 
for immediate consumption. If he uses it as a capital, he 
employs it in the maintenance of productive labourers, who 
reproduce the value with a profit. He can, in this case, both 
restore the capital and pay the interest without alienating 
or encroaching upon any other source of revenue. If he uses 
it as a stock reserved for immediate consumption, he acts 
the part of a prodigal, and dissipates in the maintenance of 
the idle what was destined for the support of the industrious. 
He can, in this case, neither restore the capital nor pay 
the interest without either alienating or encroaching upon 

* That ia to say, cither land rent or wages. In the latter case, taking the average 
wage, interest is not derived from surplus value but is a deduction from wages 
themsdves, or—and in this form, as we shall have occasion to see later, it wpeats 
in undeveloped capitalist production—it represents a special form of prout. 
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some other source of revenue, such as the property or the 
rent of land” (Book II, Chapter IV, p. 313). 

Thus, whoever borrows money, which is here called stock, 
cither applies it himself as capital and makes a profit with it. 
In this case, the interest which he pays to the lender is nothing 
but a part of the profit under a special name. Or he consumes 
the money he borrowed. Then he is increasing the wealth of 
the lender by reducing his own. What takes place is only a 
different distribution of the wealth, which passes from the 
hand of the spendthrift into that of the lender, but there is no 
creation of surplus value. In so far therefore as interest in any 
way represents surplus value, it is nothing but a part of profit, 
which itself is nothing but a definite form of surplus value, 
that is, of unpaid labour. 

{d) Taxes 

Finally, Adam Smith observes that in the same way all 
incomes of persons who live on the proceeds of taxation arc 
paid either out of wages, and are thus a deduction from wages 
themselves; or have their source in profit and land rent, 
being thus only legal titles under which various strata partici* 
pate in profit and land rent, which themselves are nothing but 
different forms of surplus value. 

“All taxes, and all the revenue which is founded upon 
them, all salaries, pensions, and annuities of every kind, are 
ultimately derived from some one or other of those tliree 
original sources of revenue, and are paid either immediately 
or mediately from the wages of labour, the profits of stock, 
or the rent of land” (Book I, Chapter VI, pp. 46-7). 

Thus interest, along with taxes or revenues derived fi'om 
taxes—in so far as they are not deductions from wages them¬ 
selves—arc merely shares in profit and land rent, which arc 
themselves in turn reducible to surplus value, that is, unpaid 
labour time. 

(«) Adam Smith’s Advance beyond the Physiocrats 
We now come to Adam Smith’s general theory of surplus 
value. 

In yet another passage Adam Smith sums up the whole of 
his views on surplus value. This for the first time makes it 



THE ORIGIN OF SURPLUS VALUE I 25 

quite clear how far he is from in any way even attempting to 
prove that the value added by the worker to the product 
(after deduction of the value of the raw material and wear and 
tear of the instruments of labour) is no longer determined by 
the labour time contained in the product, on the ground that 
the worker does not appropriate this value in full for himself 
but has to share it with the capitalist and the landowner. The 
way in which the value of a commodity is distributed among 
the producers of this commodity naturally does not in any 
way alter the nature of this value or the relative value of this 
commodity to other commodities. 

“As soon as land becomes private property, the landlord 
demands a share of almost all the produce which the labourer 
can either raise, or collect from it. His rent makes the first 
deduction from the produce of the labour which is employed 
upon land. 

“It seldom happens that the person who tills the ground 
has wherewithal to maintain himself till he reaps the harvest. 
His maintenance is generally advanced to him from the 
stock of a master, the farmer who employs liim, and who 
would have no interest to employ him, unless he was to share 
in the produce of his labour, or unless his stock was to be 
replaced to him with a profit. This profit makes a second 
deduction from the produce of the labour wliich is employed 
upon land. 

“The produce of almost all other labour is liable to the 
like deduction of profit. In all arts and manufactures the 
greater part of the workmen stand in need of a master to 
advance them the materials of their work, and their wages 
and maintenance till it be completed. He shares in the 
produce of their labour, or in the value which it adds to 
the materials upon which it is bestowed; and in this share 
consists his profit” (Book I, Chapter VIII, p. 58). 

Here, therefore, Adam Smith in plain terms characterises 
rent on land and profit on capital as mere deductions from the 
worker’s product or from the value of his product, which is 
equal to the quantity of labour added by him to the material. 
This deduction, however, as Adam Smith himself shows at an 
earlier point, can only consist of that part of the labour which 
the worker adds to the raw materials, over and above the 
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quantity of labour which only pays his wages, or which produces 
only an equivalent for his wages; that is to say, the surplus 
labour, the unpaid portion of his labour. (Therefore, incidentally, 
capital and landed property can never be sources of value.) 

We see the great advance made by Adam Smith as com¬ 
pared with the Physiocrats, in the analysis of surplus value and 
hence of capital. In their view, only one definite kind of 
concrete labour—agricultural labour—creates surplas value. 
Thus what they examine is the use value of labour, not labour 
time, general social labour, which is the sole source of value. 
In this particular kind of labour, however, it is nature, the 
land, which in fact creates the surplus value, consisting in an 
increase of (organic) matter, the excess of the organic matter 
produced over the organic matter consumed. They grasp the 
subject, however, still in a very limited form and hence distorted 
by. fanciful conceptions. But to Adam Smith it is general social 
labour, no matter in what use values it appears, the mere 
quantity of necessary labour, which creates value. Surplus 
value, whether in the form of profit or rent, or in the secondary 
form of interest, is nothing but a part of this labour, which 
the owners of the material conditions of labour appropriate 
in the exchange with living labour. The Physiocrats conse¬ 
quently also sec surplus value only in the form of land rent. 
I’o Adam Smith, rent, profit and interest arc only different 
forms of surplus value. 

When I speak of surplus value, in so far as it relates to the 
total capital advanced, as profit on capital, this is because the 
capitalist directly engaged in production directly appropriates 
the surplus labour, no matter among what categories he has 
subsequently to share this surplus value—whether with the 
landowner or with the lender of capital. Thus the farmer pays 
the landowner. So also the manufacturer pays, out of the 
surplus value appropriated by him, rent to the owner of the 
land on which the factory stands, and interest to the capitalist 
who has made an advance of capital to him. 

(/) The Exchange of More Labour for Less Labour 

Wages, or the equivalent with which the capitalist buys the 
temporary disposal of labour power, are not a commodity in 
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its direct form, but the metamorphosised commodity, money, 
the commodity in its independent form as exchange value, as 
the direct materialisation of social labour, of general labour 
time. With this money the worker naturally buys commodities 
at the same price as any other possessor of money (leaving out 
of account such details as for example that he buys on less 
favourable conditions and in worse circumstances, etc.). He 
faces the seller of commodities as does every other possessor 
of money—as a buyer. He enters into the circulation of com¬ 
modities itself not as a worker, but as pole Money confronting 
pole Commodity, as possessor of the commodity in its general¬ 
ised, always exchangeable form. His money is once more 
transformed into commodities which are to serve him as use 
values, and in this process he buys the commodities at the 
price they fetch in the market normally, or speaking generally, 
at their value. In this transaction he carries through the act 
M-C, which indicates a change of form, but, as a general rule, 
not in any way a change in magnitude of value. Inasmuch as 
the worker, by his labour materialised in the product, has 
added not only the quantity of labour time contained in the 
money he has received, has paid not only an equivalent, but 
has given surplus labour gratis, which is precisely the source of 
profit, so he has in fact (the mediating proces.s—the sale of his 
labour power—has no bearing on the result) given a higher 
value than the value of the money he has received as wages. 
He has bought in kind with more labour time the quantity 
of labour which is materialised in the money which comes to 
him as wages. It can therefore be said that in the same way he 
has bought indirectly all the commodities on which the 
money (which after all is only the independent expression of a 
definite quantity of social labour time) he has bought is spent, 
for more labour time than is contained in them, although he 
buys them at the same price as any other buyer or owner of 
a commodity in its first transformation. Conversely, the money 
with which the capitalist buys labour contains a smaller 
quantity of labour, a smaller labour time, than the quantity 
of labour or labour time of the worker contained in the 
commodity he produces. In addition to the quantity of labour 
contained in this sum of money, which constitutes the wage. 
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the capitalist buys an additional sum of labour for which he 
docs not pay, an excess over the quantity of labour contained 
in the money paid out by him. And this additional quantity 
of labour constitutes in fact the surplus value created by 
capital. But as the money with which the capitalist buys the 
labour power, and therewith, in the actual result, a definite 
quantity of labour—as this money is nothing but the altered 
form of all other commodities, their independent existence as 
exchange value, it can equally well be said that all commodities, 
in exchange with living labour, buy more labour than they 
contain. This excess constitutes precisely surplus value. It is 
greatly to Adam Smith’s credit that in Book I (Chapters VI, VII 
and VIII)—just where he passes from simple commodity ex¬ 
change and its law of value to exchange between materialised 
and living labour, to an examination of profit and land rent in 
general, in short, to the origin of surplus value—that here he 
feels that at this point some flaw has emerged. He senses that, 
however it may have come about—and this he docs not grasp— 
the law is in fact suspended in the result: more labour is 
exchanged for less labour (from the standpoint of the worker); 
less labour is exchanged for more labour (from the standpoint 
of the capitalist). He emphasises (and this he evidently finds 
disconcerting) that with the accumulation of capital and with 
property in land—that is, when the conditions necessary for 
labour assume an independent existence over against labour 
itself—a new development occurs, which is apparently (and 
actually, in the result) a reversal of tlie law of value into its 
opposite. It is his theoretical strength that he feels and stresses 
this contradiction, just as it is his theoretical weakness that 
this contradiction shakes his confidence in the general law 
even for simple commodity exchange. He does not see how 
this contradiction arises through labour power itself becoming 
a commodity, and that in the case of this specific commodity 
its use value, which is quite a different thing from its exchange 
value, is precisely the energy which creates exchange value. 
Ricardo is ahead of Adam Smith in that these apparent 
contradictions, which in their result are real contradictions, 
cause him no trouble. But he is inferior to Adam Smith in 
that he does not even suspect that this presents a problem; 
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the specific development which the law of value undergoes 
when capital develops does not for a moment puzzle him or 
even attract his attention. The point in which Adam Smith 
revealed his genius was used by M ai thus as a reactionary 
argument against Ricardo. 

Naturally, however, it is also this deep insight which makes 
Adam Smith irresolute and uncertain, cuts the firm ground 
from under his feet, and prevents him— in contrast to Ricardo— 
from reaching a unified and comprehensive theoretical view of 
the abstract, general foundations of the capitalist system. 

This view expressed by Adam Smith—th«'it the commodity 
buys more labour than it contains, or that the worker pays 
for the commodity a higher value than is contained in it—is 
thus formulated by Hodgskin: 

“Natural or necessary price means, on the contrary, the 
whole quantity of labour nature requires from man, that he 
may produce any commodity . . . labour was the original, 
is now, and ever will be the only purchase money in dealing 
with nature. . . . Whatever quantity of labour may be 
requisite to produce any commodity, the labourer must 
always, in the present state of society, give a great deal more 
labour to acquire and possess it, than is requisite to buy 
from nature. Natural price thus increased to the labourer is 
social price,^" These two prices must always be distinguished. 
(Thomas Hodgskin, Popular Political Economy^ etc., London, 
1827, pp. 219,"220.) 

In this prescntalion Hodgskin repeats both what is correct 
in Adam Smith’s ideas and what is confused and confusing. 

(g) Confusion of Surplus Value with Profit 
We have seen how Adam Smith explains surplus value in 
general, of which land rent and profit are only different forms 
and constituent parts. As he presents it, that part of the capital 
which consists of raw materials and instruments of labour has 
nothing directly to do with the creation of surplus value. The 
latter arises exclusively from the additional quantity of labour 
which the worker performs, in excess of that portion of his 
labour which constitutes only the equivalent of his wages. 
Therefore, also, it is only that part of the capital advanced 
which consists of wages from which surplus value directly 
1 
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arises; for it is the only part of the capital that not only repro¬ 
duces itself but produces a surplus in product and value. 

In profit, on the other hand, the surplus value is calculated 
on the total sum of capital advanced, and besides this modifica¬ 
tion other new ones appear as a result of the equalisation of 
profits in the various spheres of production of capital. Although 
Adam Smith explains the essence of surplus value, he does not 
explicitly present it in the form of a definite category distinct 
from its specific forms, and because of this in his later treatment 
he directly confuses it with the furtlier developed forms of 
profit. This error persists w'ith Ricardo and all his disciples. 
Hence arise (and with Ricardo all the more strikingly because 
he works out the fundamental law of value with greater 
systematic unity and consistency, so that the inconsistencies 
and contradictions are more strikingly apparent) a series of 
inconsistencies, unresolved contradictions and fatuities, which 
the Ricardians (as w’e shall see later in the section dealing 
with Profit) try' to solve with scholastic phraseology. Crass 
empiricism is transformed into false metaphysics, scholasticism, 
which toils painfully to deduce undeniably empirical pheno¬ 
mena by simple formal analysis from the general law, or to 
reason out a justification for them on the basis of that law. 
We will give an example at this point from Adam Smith, 
because the confusion creeps in not where he is dealing as an 
expert with profit or land rent, those particular forms of 
surplus value, but where he is thinking of them only as forms 
of surplus value in general, as “deductions from the labour 
w^hich the workmen have expended on the material”. 

We have already quoted the passage: 

“The value which the workmen add to the materials, 
therefore, resolves itself in this case into two parts, of which 
the one pays their wages, the other the profits of their 
employer upon the whole stock of materials and wages 
which he advanced” (Book I, Chapter VI, p. 42). 

Adam Smith continues: 

“He [the employer] could have no interest to employ 
them [the workers], unless he expected from the sale of 
their work something more than what was sufficient to 
replace his stock to him; and he could have no interest to 
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employ a great stock rather than a small one, unless his profits 

were to bear some proportion to the extent of his stock.” 

We note in the first place that Adam Smith at the start 
reduces the surplus value—the excess which the employer 
makes over and above the quantity of value necessary to 
replace his capital—^to the portion of the labour which the 
workers add to the raw material in excess of the quantity that 
replaces their wages. After he has thus made this surplus arise 
purely from that portion of the capital which is laid out in 
wages, he then immediately conceives this same surplus in 
the form of profit—that is to say, not in relation to that part 
of the capital from which it arises, but as a surplus over the 
total value of the capital advanced, “upon the whole stock of 
the materials and wages which he advanced”.‘ He therefore 
conceives surplus value directly in the form of profit. Hence 
the difficulties that soon appear. The capitalist, Adam Smith 
says, “could have no interest to employ them [the workers], 
unless he expected from the sale of their work something more 
than was sufficient to replace his stock to him”. 

Once capitalist relations are taken for granted, this is quite 
correct. The capitalist does not produce in order to satisfy 
his needs with the product; he produces as a rule with no 
immediate regard to consumption. He produces in order to 
produce surplus value. Adam Smith, however, docs not explain 
surplus value —as some of his stupid disciples later did—by this 
assumption, which means nothing more than that, assuming 
capitalist production, the capitalist produces for the sake of 
surplus value; that is to say, he does not explain the existence 
of surplus value by the interests of the capitalist, by his desire 
for surplus value. On the contrary, he has already derived this 
surplus value from the value which the workers add to the 
raw materials in excess of the value added in exchange for the 
wages they receive. 

But he then immediately goes on to say: the capitalist could 
have no interest in employing a larger instead of a smaller 
capital, unless his profits bore a definite relation to the magni¬ 
tude of the capita] advanced. Here profit is no longer explained 
by the nature of surplus value, but by the “interest ’ of the 

^ It is an oversight that he here leaves out of account the instruments of labour. 
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capitalist. Which is just silly. Adam Smith is not aware that, 
by lumping together in this direct way surplus value with 
profit and profit with surplus value, he is upsetting the law 
as to the origin of surplus value which he has just established. 
If surplus value is only the part of value (or of the quantity 
of labour) added by the worker to the raw material, in excess 
of that part of the value added to replace the wage, why 
should that second part grow as the direct result of the value 
of the advanced capital being greater in one case than in 
another? The contradiction is even more evident in the example 
which Adam Smith himself gives immediately following this 
passage, in order to refute the view according to which profit 
is a wage paid for the so-called “labour of inspection and 
direction”. He says: 

“They [the profits of stock] are, however, altogether 
different [from wages], are regulated by quite different 
principles, and bear no proportion to the quantity, the 
hardship, or the ingenuity of this supposed labour of inspec¬ 
tion and direction. They are regulated altogether by the value 
of the stock employed, and are greater or smaller in propor¬ 
tion to the extent of this stock. Let us suppose, for example, 
that in some particular place, where the common annual 
profits of manufacturing stock are ten per cent., there are 
two different manufactures, in each of which twenty workmen 
are employed at the rate of ;(]i5 a year each, or at the 
expense of 300 a year in each manufactory. Let us suppose, 
too, that the coarse materials annually wrought up in the 
one cost only ■C'joo, while the finer materials in the other 
cost £"jyOOO. The capital annually employed in the one will 
in this case amount only to £j,ooo; whereas that employed 
in the other will amount to £7,300, At the rate of 10 per 
cent., therefore, the undertaker of the one will expect a 
yearly profit of about £100 only, while that of the other 
will expect about £730. But though their profits are so very 
different, their labour of inspection and direction may be 
either altogether or very nearly the same” (Book I, Chap¬ 
ter VI, p. 43). 

From surplus value in its general form we come straight to 
a common rale of profit, which has nothing directly to do 
with it. But let that be! In both of the factories twenty workers 
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are employed; in both their wages are the same— £300: proof 
therefore that this is not a case of a higher kind of labour 
being employed in one factory as against the other, so that an 
hour of labour, and so therefore an hour of surplus labour, in 
one factory might be equal to several hours of surplus labour 
in the other. On the contrary, it is the same average labour that 
is assumed in both cases, as the equality of their wages shows. 
How then can the surplus labour added by the workers in 
excess of their wages be wortli seven times as much in one 
factory as in the other? Or why should the workers in one 
factory, because the material they work up in it is seven limes 
more costly than in the other, hand over seven times as much 
surplus labour as in the other, although they get the same 
wages in both factories, and therefore work the same time to 
reproduce their wages? I’he seven times greater profit in the 
one factory as compared with the other—or in general the law 
of profit that it is in proportion to the magnitude of the capital 
advanced—therefore contradicts prima facie the law' of surplus 
value, or of profit (since Adam Smith treats the two as identical), 
according to which it consists simply in the unpaid surplus 
labour of the w^orkcr. Adam Smith puts this dowm with quite 
naive thoughtlessness, without the faintest suspicion of the 
contradiction it presents. All his disciples faithfully follow'cd 
him in this—since not one of them examined surplus value in 
general as distinct from its determinate forms. In the case 
of Ricardo, as already noted, it assumes an even cruder form. 

As Adam Smith resolves surplus value not only into profit 
but also into rent—two distinct species of surplus value, whose 
motion is determined by quite different laws—he should 
certainly have seen that he ought not to confuse the general 
abstract form with any of its specific forms. With all later 
bourgeois economists, as with Adam Smith, the lack of a 
theoretical bent of mind for grasping the distinctive forms of 
economic relations constantly leads them to snatch clumsily at 
the empirical material before them and concentrate their 
interest on it. Hence also their incapacity to get a correct 
understanding of money, in which the issue is only various 
transformations in the form of exchange value while the 
magnitude of value remains unchanged. 



3 . CAPITAL AND LANDED PROPERTY AS SOURCES 

OF VALUE 


In An Inquiry into the Nature and Origin of public Wealth (Edin- 
burgli, 1804) Lauderdale raises the objection to Adam Smith’s 
explanation of surplus value—which he says is in accord with 
the views already advanced by Locke—that capital is not an 
original source of w'ealth as Smith makes out, but only a 
derivative source. Ihe relevant passage runs: 

“More than too years ago Locke expressed almost the 
same opinion as Adam Smith. ‘Money’, he said, ‘is a barren 
thing and docs not produce anything, but as a result of 
agreement carries in its pocket something which was the 
reward for the labour of somebody else.’* If that point of 
view regarding the profits of capital would be quite true, 
it would result that profits would serve not the primary but 
the producing source of wealth, and capital would therefore 
not be considered as the source of wealth, as profit from 
it merely transfers the money from the pocket of the worker 
to that of the capitalist” (pp. 157-8). 

In so far as the value of the capital reappears in the product, 
it cannot be called “the source of wealth”. In this case it is 
only as accumulated labour, as a definite quantity of material* 
ised labour, that it passes its own value over into the product. 

Capital is productive of value only as a relation, in so far as 
it is a coercive force on wage labour compelling it to perform 
surplus labour, spurring on the productive power of labour to 
create relative surplus value. In both cases it only produces 
value as the power, alienated from labour, of labour’s own 
material conditions over labour, only as one of the forms of 
wage labour itself; as a condition of wage labour. But in the 
sense commonly used by the economists, as stored-up labour 
existing in the form of money or commodities, capital functions 
productively in the labour process like all other conditions of 

1 Locke, Some Considerations of the Consequences of the Lowering of Interest and Raising 
the Value of Money^ 1692, p. 53. 
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labour, including the unpaid natural forces, in the production 
of use values; but it is never the source of value. It creates no 
new value, and only adds exchange value to the product at 
all in so far as it has exchange value—that is to say, in so far 
as it itself consists in materialised labour time, so that labour 
is the source of its value. 

Lauderdale is right in this respect—that Adam Smith, after 
explaining the nature of surplus value and of value, is wrong 
in presenting capital and landed property as independent 
sources of exchange value. They are sources of revenue for 
their owner, in so far as they arc the title to a certain quantity 
of surplus labour, which the worker has to perform over and 
above the labour time required to replace his wages. Thus 
Adam Smith says for example: 

“Wages, profit and rent, are the three original sources of 
all revenue as well as of all exchangeable value” (Book I, 
Chapter VI, p. 46). 

Just as it is true to say that they are the “three original 
sources of all revenue”, it is equally false to say that they arc 
also “the three original sources of all exchangeable value”, 
since the value of a commodity is determined exclusively by 
the labour time contained in it. How can Adam Smith, 
immediately after presenting rent and profit as mere deductions^ 
deductions from the value or the labour added by the worker 
to the raw material, call them “original sources of exchangeable 
value”? (They can be so described only in the sense that they 
set the “original sources” in motion, that is, compel the 
workers to perform surplus labour.) In so far as they are titles 
(conditions) for the appropriation of a part of the value, that 
is, of the labour materialised in the commodity, they are 
sources of income for their owner. But the distribution, or 
appropriation of value is certainly not the source of the value 
that is appropriated. If tliis appropriation did not take place, 
and the worker received as wages the whole product of his 
labour, the value of the commodities produced would be just 
the same as before, although it was not shared with the land¬ 
owner and the capitalist. Landed property and capital, 
which constitute sources of revenue for their owners—that is to 
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say, give them the power to appropriate a part of the value 
created by labour—do not thereby become sources of the 
value which they appropriate. It is equally wrong, however, 
to say that wages are an “original source of exchange value”, 
although wages—or rather, the continuous sale of labour 
power—constitute a source of income for the worker. It is the 
labour and not the wages of the worker that creates value. 
Wages are only value that already exists, or if we are consider¬ 
ing the whole of production, that part of the value created by 
the worker which he himself appropriates; but this appropria¬ 
tion docs not create value. His wages can therefore rise or fall 
without this affecting the value of the commodities produced 
by him. 

Adam Smith’s erroneous conception, which lie develops in 
spite of his original correct exposition, is revealed also in the 
following passage: 

“Rent. . . enters into the composition of the price of com¬ 
modities in a different way from wages and profit. High or 
low wages and profit are the causes of high or low price; 
high or low rent is the effect of it” {Wealth of Nations y Book I, 
Chapter XI, p. 132). 

For the moment wc will take no account of how far Adam 
Smith regards rent as a constituent ek^ment in the price of 
commodities. This question is all the more irrelevant at this 
point in our enquiry because he conceives rent equally with 
profit as a mere portion of the surplus value—“a deduction 
from the labour, which the worker has employed on the raw 
materials”—and therefore in fact also as a deduction from 
profit, inasmuch as the total unpaid surplus labour, so far as 
the worker is concerned, is directly appropriated by the 
capitalist. It makes no difference among what categories the 
capitalist may later have to share this surplus value with 
other owners of the means of production, owners of land or 
lenders of capital. To simplify the presentation, therefore, we 
shall speak only of w'agcs and profit as the two categories into 
which the newly created value is divided. 

Let us assume that twelve hours of labour time are material¬ 
ised in a commodity (apart from the value of the raw materials 
and means of production used up in it). Its value as such can 
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only be expressed in money. Let us assume therefore that 
twelve hours of labour time are likewise materialised in five 
shillings. Thus the value of the commodity is five shillings. 
By the natural price of commodities Adam Smith understands 
nothing more than their value expressed in money (the market 
price ol tlic commodity being of course above or below its 
value. Indeed, as I shall show later, even the average price 
of commodities is always different from their value. But Adam 
Smith, in his investigation into natural price, does not touch 
on this. However, neither the market price, nor still less the 
fluctuations in the average price of commodities, can be 
grasped except on the basis of an understanding of the nature 
of value). 

If the amount of the surplus value contained in the com¬ 
modity is 20 per cent, of its total value, or what amounts to 
the same thing, 25 per cent, of the necessary labour contained 
in it, then this value of 55*., the natural price of the commodity, 
can be resolved into 4J. wages and is, surplus value (wliich 
we will here call profit, following Adam Smith). It would be 
correct to say that the magnitude of value of the commodity 
determined independently of wages and profit, or its natural 
price, is divisible into 4?. wages (the price of labour) and is. 
profit (the price of profit). But it v/ould be WTong to say that 
the value of the commodity arises from the adding together or 
combining of the price of the wages, which is regulated quite 
independently of the value of the commodity, and the price 
of the profit. If this were so there would be absolutely no 
reason why the total value of the commodity should not be 
8 s. or los, or more, according as it is assumed that the wages 
are 5.L, the profit 3i“., and so on. When Adam Smith is examin¬ 
ing the “natural rate” of wages or the “natural price” of wages, 
what guides his investigation? The “natural price” of the 
means of subsistence required for the reproduction of labour 
power. But by w^liat docs he determine the natural price of 
these means of subsistence? In so far as he determines it at 
all, he comes back to the correct determination of value, 
namely, the labour time required for the production of these 
means of subsistence. But when he abandons this correct 
course, he falls into a vicious circle. What is it that determines 
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the natural price of the means of subsistence, which determine 
the natural price of wages? I’he natural price of “wages’", 
of “profit”, of “rent”, which constitute the natural price of 
all means of subsistence as of all commodities. And so in 
infinitum. I’he twaddle about the law of demand and supply 
of course cannot help us out of this vicious circle. For the 
“natural price” or the price which corresponds to the value 
of the commodity is supposed to become effective at the moment 
when demand and supply arc equal, that is, when the price 
of the commodity does not, as a result of fluctuations of 
demand and supply, stand above or below its value; when, in 
other words, the price of production of the commodity (or the 
value of the commodity supplied by the seller) is equal to the 
price which the demand is paying. 

But as we have said: in investigating the natural price of 
wages Adam Smith in fact falls back—at least in some passages 
—on the correct determination of the value of commodities. 
On the other hand, in the chapter which deals with the 
natural rate or the natural price of profit he loses himself, 
when he comes up against the rcctl problem, in meaningless 
commonplaces and tautologies. At the outset it was in fact 
the value of the commodity which he saw as regulating wuges 
and profit and rent. Then however he sets to work ihe other 
way round (which is closer to empirical semblance and to 
everyday conceptions), and now the natural price of commodi¬ 
ties is supposed to be discovered and calculated by adding 
together the natural price of wages, profit and rent. It is one 
of Ricardo’s chief merits that he put an end to this confusion. 
We shall touch on this point again when we are dealing with 
him. 

There is only this further point to be noted here: the given 
magnitude of value of the commodity, serving as a fund out 
of which wages and profit arc to be paid, appears empirically 
to the industrialist in the form of the fact that a definite market 
price for the commodity holds good for a shorter or longer 
period, in spite of all fluctuations in wages. 

In regard to this peculiar train of thought in Adam Smith’s 
book we should therefore note: at first the value of the 
commodity is examined and in some passages correctly deter- 
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mined, so correctly that in general Adam Smith discovers the 
origin of surplus value and its specific forms, and consequently 
deduces from this value wages and profit. Then, however, he 
takes the opposite course, and seeks to deduce the value of 
commodities (from which he has just deduced wages and 
profit) by adding together the natural prices of wages, profit 
and rent. It is this latter procedure that is responsible for the 
fact that he nowhere correctly explains the influence of 
fluctuations of wages, profit, etc., on the price of commodities, 
as he lacks the basis for such an explanation. 



4 . THE ANALYSIS OF PRICE INTO WAGES, PROFIT AND 

RENT 


(a) Adam Smith on this 

We come now to another point, which is linked with the 
analysis of the price or value (since the two arc here still 
assumed to be identical) of the commodity. We assume that 
Adam Smith has reckoned correctly in that, given the value 
of the commodity, he has anahsed it into the constituent 
parts in which this value is distributed among the various 
agents of production—but not where he attempts the converse, 
to deduce the value from the price of these constituent parts. 
We therefore take no account of this latter view in what 
follows. We also leave out of account the one-sided way in 
which wages and profit are presented only as forms of distribu¬ 
tion, and hence as both in the same sense revenues which 
their owners can consume. Leaving all this out of account, 
Adam Smith himself raises a difficulty- and this once more 
shows his superiority over Ricardo; not because he finds the 
correct answer to the question he raises, but in that he raises 
it at all. 

What Adam Smith says is: 

“These three parts [wages, profit and rent] seem either 
immediately or ultimately to make up the whole price of 
corn.! A fourth part, it may perhaps be thought, is necessary 
for replacing the stock of the farmer, or for compensating 
the wear and tear of his labouring cattle, and other instru¬ 
ments of husbandry. But it must be considered that the 
price of any instrument of husbandry, such as a labouring 
horse, is itself made up of* the same three parts; the rent 
of the land upon which he is reared, the labour of tending 
and rearing him, and the profits of the farmer who advances 
both the rent of this land, and the wages of this labour.^ 
Though the price of the corn, therefore, may pay the price 
as well as the maintenance of the horse, the whole price 

^ Of commodities in general. Adam Smith here takc.s corn, because in many 
commodities rent is not a constituent part of the price. 

* Here profit appears as the most primary form, which also includes rent. 
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Still resolves Itself cither immediately or ultimately into the 

same three parts of rent, labour and profit”^ (Book I, 
Chapter VI, pp. 44 -5). 

But was it not equally obviously necessary to take into 
consideration the fact that just as the farmer included the 
price of the horse or the plough in the price of the corn, so 
also the breeder of horses or the maker of ploughs from whom 
the farmer bought the horse or the plough also included in the 
price of the horse or plough the price of the instruments of 
labour (in the first case perhaps another horse) and raw 
materials, fodder and iron; while the fund out of which horse- 
breeder and plough-maker pay wages and profit (including 
rent) consists only of the new labour which, in their sphere of 
production, they add to the amount of value present in their 
constant capital? Since therefore Adam Smith admits, in 
relation to the farmer, that besides the wages, profit and rent 
paid by himself and others, there enters into the price of his 
corn also a fourth and difi’erent additionjil constituent —the value 
of the constant capital, such as horses, agricultural implements, 
etc., used up by him—this must apply equally in the case of 
the horse-breeder and the maker of agricultural implements, 
and it is of no avail for Adam Smith to send us from pillar 
to post. Incidentally, the example of the farmer is particularly 
unhappily chosen for sending us from pillar to post, for among 
the separate posts of the constant capital there is in this case 
one which does not at all need to be bought from a third 
person, namely the seed; and is this constituent of value divided 
for anyone into wages, profit and rent? 

But let us now proceed, and see whether Adam Smith sticks to 
his view that the value of ewery commodity can be analysed into 
one or all of the sources of revenue: wages, profit and rent; 
and so whether, being destined for consumption, it can be 
devoured or in any case applied in one wTiy or another for 
personal use (not productive, industrial consumption). 

First another preliminar>=^ point. In the case of the gathering 
of berries and such like it can be assumed that their value 
consists entirely of wages, although here also as a rule some 

^ Here it is perfectly preposterous that all of a sudden he sa>Ts labour instead 
of wages, while he docs not put landed property or capital for rent and profit. 
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appliances, such as baskets and so on, are required as instru¬ 
ments of labour. But examples of this kind are quite irrelevant 
here, where what is being considered is capitalist production. 

Wc have first the repetition of the view expressed in Book I, 
Chapter VI. 

In Book II, Chapter II, which deals with ‘"Money considered 
as a particular Branch of the general stock of the Society”, 
the following statement comes right at the beginning: 

“It has been shown in the first Book, that the price of the 
greater part of commodities resolves itself into three parts, 
of which one pays the wages of the labour, another the 
profits of the stock, and a third the rent of the land.” 

According to this, tlie whole value of every commodity 
resolves itself into revenue, and therefore falls to the share of 
one or another of the classes which live on this revenue, as a 
fund for consumption. Now as the total production of a 
country, each year for example, consists merely of the sum of 
values of the commodities produced, and as the value of each 
one of these commodities resolves itself into revenue, so also 
must their sum, the annual product of the labour, the gross 
revenue, be consumable annually in this form. And so immedi¬ 
ately after this passage Smith himself raises the point: 

“Since this is the case, it has been observed, with regard 
to every particular commodity, taken separately: it must 
be so with regard to all the commodities which compose 
the whole annual produce of the land and labour of every 
country, taken complexly. The whole price or exchangeable 
value of that annual produce, must resolve itself into the 
same three parts, and be parcelled out among the different 
inhabitants of the country, either as the wages of their 
labour, the profits of their stock, or the rent of their land.” 

This is in fact the necessary consequence. What is true of the 
individual commodity is necessarily true of the total sum of 
commodities. 

But quod non^ says Adam. He continues: 

“But though the whole value of the annual produce of 
the land and labour of every country is thus divided among 
and constitutes a revenue to its different inhabitants, yet as 
in the rent of a private estate we distinguish between the 
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gross rent and the nett rcnt^ so may we likewise in the 
revenue of all the inhabitants of a great country.” 

But stop! Above he told us exactly the opposite: In the case 
of the individual farmer we can distinguish a fourth part into 
which the value for example of his corn resolves itself, namely, 
the part which merely replaces the constant capital used up. 
This, Adam Smith continues, is directly true for the individual 
farmer. But when we go further into it, what for him is constant 
capital resolves itself, at an earlier point, in the hand of another 
person before it became capital in his, into wages, profit, etc., 
in short, into revenue. So although it is true that commodities, 
considered in the hand of the individual producer, resolve 
themselves into ])ortions of value of which one does not 
constitute revenue, yet it is false for “all the inhabitants of a 
great country’', since that which in one man’s hand is constant 
capital always draws its value from the fact that it came from 
another person’s hand as the aggregate price of wages, profit 
and rent. 

Now Adam says the direct opposite. 

He continues: 

“The gross rent of a private estate comprehends whatever 
is paid by the farmer; the nett rent, what remains free to the 
landlord, after deducting the expense of management, of 
repairs, and all other necessary charges; or what, without 
hurting his estate, he can afford to place in his stock reserved 
for immediate consumption, or to spend upon his table, etc. 
His real wealth is in proportion, not to his gross, but to his 
nett rent.” 

In the first place, Adam Smith is here confusing different 
things. What the farmer pays as rent to the landowner, just as 
what he pays as wages to the worker, and just as his owm 
profit, is a part of the value or of the price of the commodities, 
which resolves itself into revenue. The question is, however, 
whether the commodity contains yet another constituent part 
of value. Here he admits that it does, as he admitted it in the 
case of the farmer, though this is supposed not to prevent the 
latter’s corn (that is to say, its price or exchange value) from 
resolving itself merely into revenue. 

Secondly, a note in passing. For the individual farmer, 
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considered as a farmer, the real wealth of which he can dispose 
depends on his profit. But on the other hand, as owner of 
commodities, he can sell the whole farm, or if the land docs 
not belong to him, all the constant capital on it, such as 
draught cattle, agricultural implements, etc. 1 he value which 
he can realise in this way, that is, the wealth of which he can 
dispose, is conditioned by the value and therefore the size of 
the constant capital which belongs to him. He can however 
only sell this to another farmer, in wliosc hands it is not 
disposable wealth but constant capital. 

So we are still just where wc were. 

“The gross revenue of all the inhabitants of a great 
country, comprehends the whole annual produce of their 
land and labour;* the nett revenue, what remains free to 
them after deducting the expense of maintaining, first, their 
fixed, and, secondly, their circulating capital;'** or what, 
without encroaching upon their capital, they can place in 
their stock reserved for immediate consumption.'* 

“The whole expense of maintaining the fixed capital must 
evidently be excluded from the nett res enue of the society. 
Neither the materials necessary for supporting their useful 
machines and instruments of trade, tlieir profitable buildings 
etc., nor the produce of the labour necessary for fashioning 
those materials into the proper form, can ever make any 
part of it. The price of that labour may indeed make a part 
of it; as the workmen so employed may place the whole value 
of their wages in their stock rescrv^cd for immediate consump¬ 
tion. But in other sorts of labour, both the price and the 
produce go to this stock, the price to that of the workmen, 
the produce to that of other people, whose subsistence, 
conveniences, and amusements are augmented by the labour 
of those workmen” (pp. 251-2). 

Here Adam Smith comes closer to the correct standpoint, 
but again he jumps aw-ay from the question which he has to 
answer—the question about the fourth portion of the total 

^ Wc were told previously that this total agj^regate, that is, its value, resolves 
itself into wages, profits and rents, pure forms of nett revenue. 

2 Adam Smith therefore first deducts instruments of labour and raw materials. 

2 So now we learn that the price or exchange value of the total sum of commo- 
^ties, as with individual capitalist.s so also for the whole country, resolves itself 
into a fourth part, whicli is not a revenue for anycine, and is not resolvable into 
either wages, profit or rent. 
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price of tlic c.onimoclity, which is not resolved into either w^ages 
or profit or rent. 

I'irst somethiiig that is quite wrong. In the case of makers 
of macJiincry, as 0/ a/I other industrial capitalists, the labour 
which works up tlur raw material of the machines, etc., into the 
correct form in fact resolves itself into necessary and surplus 
labour; therefore not only into wages, but also into the 
capitalist’s i)rofit. But the value of the materials and the value 
of the instruments used by the workers to give them the right 
form cannot be resolved into cither the one or the other. 
That products wliich by their nature are destined not for 
individual but for industrial consumj)tion do not enter into 
the consumption fund, Inis nothing at all to do with it. Seed, 
for example (that portion of the w'heat which is used for 
sowing), by its nature could also enter into the consumption 
fund; but by its economic function it must go into the produc¬ 
tion fund. 

Further, however, it is quite untrue that so far as concerns 
products destined for individual consumption, their whole 
price, along with the product itself, enters into the consumption 
fund. Linen, for examjile, when not used for sail cloth or other 
productive purposes, is entirely used up as a product in 
consumption. But not its price, for one part of this price 
replaces the linen yarn, another part looms, and so on, and 
only a jiart of the ju ice of the linen is converted into revenue 
of any kind. 

Adam just now told us that the raw materials necessary for 
machines, buildings for exjiloitation, etc., can never make a 
part of the nett revenue, any more than the macliines, etc., 
made from them can do so. Hence, presumably, tliey form a 
part of the gross rcNcnuc. Shortly afterwards, in the same 
Chapter II of Book II, he says on the other hand: 

“The machines and instruments of trade, etc., which 
compose the fixed capital either of an individual or of a 
society, make no part either of the gross or of the nett 
revenue of either; so money . . (p. 254). 

Adam’s twistings and turnings, his contradictions and 
digressions from the point, prove that once he had made w^ages, 

V 
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profit and rent the elemental constituent parts of exchange 
value or of the total price of the product, he had got himself 
stuck in the mud and could only flounder. 

a|e ♦ « 

Adam Smith’s contradictions are of significance because 
they contain problems which it is true he does not solve, but 
w'hich he reveals by contradicting himself. His correct instinct 
in this connection is best proved by the fact that his successors 
take opposing stands based on one aspect of his teaching or 
on the other. 

« ♦ 

In Book II, Chapter II, when dealing with the circulation 
of money and the credit system, Adam Smith expresses the 
same view—that the annual product of a country is divisible 
into wages and profits (the latter including rent, interest, etc.); 
he says: 

“The circulation of every country may be considered as 
divided into two different branches: the circulation of the 
dealers with one another, and the circulation between the 
dealers and the consumers. ^ Though the same pieces of 
money, whether paper or metal, may be employed some¬ 
times in the one circulation and sometimes in the other; yet 
as both are constantly going on at the same time, each 
requires a certain stock of money of one kind or another, 
to carry it on. The value of the goods circulated between 
the different dealers, never can exceed the value of those 
circulated between the dealers and the consumers; whatever 
is bought by the dealers, being ultimately destined to be 
sold to the consumers” (pp. 286-7). 

[This passage is incorrect. Let us take two peasants. The 
harvest of each amounts to 120 quarters of corn, of which each 
has to use 12 quarters again as seed.] 

The peasant may sell his whole crop of 120 quarters; but 
then he must buy 12 quarters of seed from another peasant. 
As the latter must also use 12 quarters as seed, he has left only 
96 quarters for sale for individual consumption. In either case, 

1 By dealers Adam Smith means all capitalists engaged in the production 
process and the circulation process; by consumers, the workers and the capitalists, 
landowners, etc., and their dependants, in so far as they expend revenue. 
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out of the 240 quarters 24 are returned to the land as seed. 

In circulation, however, this makes a difference. In the first 
case, in which each deducts a tenth, 216 quarters come into 
circulation. In the second case 120 quarters pass into circula¬ 
tion from the first farmer, and 108 from the second, in total 
therefore 228 quarters. In either case only 216 quarters pass 
to actual consumers. Thus we have here already one example 
of the fact that the aggregate of values exchanged between 
dealers and dealers is greater than the aggregate of values 
exchanged between dealers and consumers. 

Moreover, this difference is to be found in all cases where a 
part of the profits is transformed into capital; also where 
transactions between dealers and dealers extend over many 
years. 



r>. PRODUCTIVE AND UNPRODUCTIVE LABOUR 


(a) Definition of Productive Ijibour as Labour which 
produces Capital 

[VV i\ come now lo tlie l«^st point wJiicli wc have to examine in 
Adam Smith’s theories, the distinction between productive 
and unproductive! labour.] 

In Adam Smitirs definition of what he calls productive labour 
in contradistinction lo iinprodv.clive labour^ wc. find the same 
two-sided approach as wc have found on every question up 
to now. Wc find jumbled together in his presentation two 
conceptions of what he c alls productive labour, and to begin 
with we will examine the first, the correct conception. 

Productive labour, in its significance for capitalist production, 
is wage labour which, exchanged against the variable part of 
capital, not only reproduces this j)art of* the capital (or the 
value of its own labour powtn), but in addition produces 
surf.)lus value for the capitalist. It is only through it that 
commodity or money is transfonnc'd into capital, produces as 
capital. Only that wage labour is produc tive! whic h produces 
capital. This means that it reproduces in expanded form the 
sum of v alue laid out on it, or that it givc!S back more labour 
than it receives in the form of wages. Thus it is only that labour 
power whose utilisation produccts a value greater than its 
own. The existence of a capitalist class, and therefore ol* 
capital, is founded on tlie productivity of labour; not however 
on its absolute, but on its relative productivity. For example, 
if a working day only sufficed to maintain the worker in 
existence, that is, to reproduce his labour power, then, speaking 
in an absolute sense, the labour would be productive, because 
it was reproductive—that is to say, it constantly replaced the 
values (equal to the value of its own labour power) which it 
consumed. But it would not be productive in the capitalist 
sense, because it produced no surplus value. It produced in 
fact no new value, but only replaced the old; it would have 
consumed the value in one form in order to reproduce it in 
another. And in this sense it has been said that a worker is 
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prodiiclive whose production is equal to his own consumption, 
and that a worker is unproductive who consumes more than 
he reproduces. 

'rhe productivity of labour in the capitalist sense is based 
on relative productivity—that the worker not only replaces an 
old value but creates a new one; that he materialises more 
labour time in his product than is materialised in the product 
that maintains his existence as a worker. The existence of 
capital is founded on this type of productive wage labour. 

This conception of jiroductivc labour follows naturally from 
Adam Smith’s conception of the source of surplus value, that 
is, of the nature of capital. In so far as lie holds to this concep¬ 
tion he is following a course opened up by the Physiocrats and 
e\ cn by the Mercantilists; he only rids it of false notions, thus 
bringing out its inner keinel. ’Phe Physiocrats, though wrong 
in thinking tliat only agricultural labour is produt:tive, main¬ 
tained the correct \iew, from the capitalist standpoint, that 
only that labour is jiroduclive which creates a surplus value; 
and in fact a surplus value not for itself, but for the owner of 
the means of production; labour which creates a produii net, 
not for itself but for the landowner. For the surplus value or 
the surplus labour time is materialised in a surplus product or 
produit net. 

But here again they have a false notion of it; they sec it for 
example where there is a surplus of wheat beyond what the 
workers and farmers consume; but there is also a surplus of 
cloth beyond what the clothmakcrs (woikcrs and employers) 
neerd for their own clothing. 

Surplus value itself is wrongly conceived, because they have 
iiilsc ideas of value, reducing it to the use value of tlie labour, 
not to the labour time, to social, homogeneous labour. Never¬ 
theless, there remains the correct proposition that only that 
wage labour is productive which creates more value than it 
costs. Adam Smith frees this from the false notion with which 
it was linked among the Physiocrats. 

Let us go back beyond the Physiocrats to the Mercantilists. 
In their case also there is one aspect of their theory which, 
though they were not conscious of it, contains the same view of 
productive labour. Their theory was based on the idea that 
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labour is only productive in those branches of production 
whose products, when sent abroad, bring back more money 
than they have cost (or than had to be disbursed for them); 
that is, which enabled a countr>^ to participate to a special 
degree in the products of newly opened gold and silver mines. 
They saw that there was a rapid growth of wealth and of the 
middle class in these countries. What in fact was the source 
of this influence exerted by gold? Wages did not rise in propor¬ 
tion to commodity prices; tliat is, wages fell, and hence the 
relative surplus labour was increased, the rate of profit rose— 
not because the workers had become more productive, but 
because the absolute wage (that is, the sum of the means of 
subsistence received by the worker) was forced down; in a 
word, the condition of the workers grew worse. Labour in 
these countries was therefore in fact more productive for those 
w^ho employed it. This fact was linked with the inflow of the 
precious metals, and it was this, though they had only a dim 
awareness of it, that prompted the Mercantilists to declare 
that labour employed in such branches of production was alone 
productive. 

“The remarkable increase of population which has taken 
place, not only in England, but in almost every European 
state, has perhaps proceeded chiefly from the increased 
productiveness of the American mines. An increased abun¬ 
dance of the precious metals raises the price of commodities 
in a greater proportion than the price of labour; it depresses 
the condition of the labourer, and at the same time increases 
the gains of his employer, who is thus induced to enlarge 
his circulating capital to the utmost of his ability, to hire 
as many hands as he has the means to pay;—and it has 
been seen that this is precisely the state of things most 
favourable to the increase of people. Mr. Malthus observes, 
that ‘the discovery of the mines of America, during the time 
that it raised the price of corn between three and four 
times, did not nearly so much as double the price of labour’. 
The price of commodities intended for home consumption, 
(of corn for instance,) does not immediately rise in conse¬ 
quence of an influx of money; but as the rate of profit in 
agricultural employments is thus depressed below the rate 
of profit in manufactures, capital will gradually be with- 
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drawn from the former to the latter: thus all capital comes 
to yield higher profits than formerly, and a rise of profits is 
always equivalent to a fall of wages” (John Barton, Observa¬ 
tions on the Circumstances which influence the Condition of the 
Labouring Classes of Society^ London, 1817, pp. 

So, firstly, according to Barton there was a repetition in the 
second half of the eighteenth century of the same phenomenon 
as that which gave the impulse to the Mercantile System in the 
last third of the sixteenth and in the seventeenth century. 
Secondly, as only exported goods were measured against gold 
and silver on the basis of its fallen value, while goods destined 
for consumption internally continued to be measured in gold 
and silver according to its old value (until competition among 
the capitalists put an end to this measurement by two different 
standards), labour in the former branches of production 
appeared to be directly productive—that is, creating surplus 
value—because of the fact that wages were depressed below 
their former level. 

The second, wrong conception of productive labour which 
Adam Smith develops is so interwoven witii the correct one 
that the two conceptions follow each other step by step in the 
same passage. To illustrate the first conception it is therefore 
necessary to tear the cpiotations apart and deal with them 
piecemeal. 

Chapter III of Book II of The Wealth of Nations opens 
with the words: 

“There is one sort of labour which adds to the value of 
the subject upon which it is bestowed: there is another 
which has no such effect. The former, as it produces a value, 
may be called productive; the latter, unproductive labour. 
Thus the labour of a manufacturer adds, generally, to the 
value of the materials which he works upon, that of his 
own maintenance, and of his master’s profit. The labour of 
a menial servant, on the contrary, adds to the value of 
nothing. Though the manufacturer has his wages advanced 
to him by his master, he, in reality, costs him no expense, 
the value of those wages being generally restored, together 
with a profit, in the improved value of the subject upon 
which his labour is bestowed. But the maintenance of a 
menial servant never is restored. A man grows rich by 



152 THEORIES OF SURPLUS VALUE 

employing a multitude of manufacturers: he grows poor by 
maintaining a multitude of menial servants" (pp. 294 -5 ). 

In this passage- -and the contradiciorv^ statements jostle 
each other even more closely in the passages that fbJIow, which 
we shall quote later—what is in the main tiealed as productiv^e 
labour is labour which produces a surplus value—‘'his master’s 
profit"—in addition to reproducing the \^alue ‘"of his (the 
worker’s) own maintenance". Also, the industrialist could 
not "grow rich by employing a multitude of manufacturers” 
unless the IaU('r, in addition to the value which their own 
maintenance costs, added also a surjilus \'alue. 

Secondly, however, in this passage Adam Smith treats as 
productive labour that which "creates a value” in general. 
But Icatang this latter statement out of account for the moment, 
wo will first cite other })a.ssagcs in which the first view is partly 
repealed, partly formulated more sharply, but particularly 
also further developed. 

"But if the quantity of food and clothing, which were 
thus consumed by unproductive, had been distributed 
among productive hands, they would have reproduced, 
together with a profit, the full value of their consumption”. 

Here a productive worker is slated quite explicitly to be one 
who not only reproduces for the capitalist the full value of the 
means of subsistence contained in tlie wages, but reproduces it 
for him with a profit. 

Only labour which jiroduces capital is productive labour. 
Commodities or money, however, become capital through 
being directly exchanged for labour powei*, and exchanged 
only in order to be replaced by mon; laboiu* than they them¬ 
selves contain. For the use value of the lal)f)ur powder to the 
capitalist as a capitalist does not consist in its actual use value, 
in the usefulness of this particular concrete labour—that it is 
spinning labour, W'caving labour, and so on. He is no more 
concerned with this than he is concerned with the use value 
of the product of this labour in itself; inasmuch as for the 
capitalist the product is a commodity, and in fact before its 
first metamorphosis is not an article of consumption. What 
interests him in the commodity is that it possesses more exchange 
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value than he paid for it; and so the use value of the labour 
consists for him in the fact that he gets back a greater quantity 
of labour timer than he j^aid out in the form of the wages. 
Included among productive workers arc of course all those 
w'ho conlributc to the production of the commodity in one 
way or anollicr, from the actual operative to the manager or 
engineer (as distinct from the capitalist). And so even the latest 
English official Report on the Factories explicitly includes in 
the category t)f employed wage workers all persons employed 
in the factories and in the oflices attached to them, with the 
exception of the manufacturers tliemsclvcs. The y3roductivc 
worker is here defined li om the standpoint of capitalist produc¬ 
tion, and Adam Smitli got to the very essence of the concept, 
hit the nail on the head. This is one of his greatest scientific 
merits (as Malthus rightly obser\-ed, this critical differentiation 
between productive and unproductive labour remains the 
foundation ol'all bourgeois political economy)—that he defined 
prodiK'tive labour as labour which is exchanged directly with 
capital; that is, an exchange through which the means of 
jHoductioii required for labour, and value in general—money 
or commodities—are first transformed into capital and labour 
into wage labour in its scientific meaning, 'riicrcby also what 
is unproductive labour is absolutely defined. It is labour which 
is not exchanged against capital, but directly against revenue, 
that is, against wages or profit, including of course the various 
categories of those who share in the profit of the capitalist, as 
interest and rent. Where all labour in pari still pays itself, as 
for example the agricultural labour of the serfs, and in part is 
directly exchanged against revenue, as in the case of manufac¬ 
turing labour in the cities of Asia, there exists no capital and 
no wage labour in the sense of bourgeois political economy. 
These definitions are therefore not derived from the material 
processes of labour-“ neither from the nature of its product nor 

from the work performed as concrete labour.but from the 

definite social forms, the social relations of production, within 
which these processes are realised. 

An actor, for example, or even a clown, according to this 
definition is a productive worker, if he works in the employ 
of a capitalist (an entrepreneur) to whom he returns more labour 
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than he receives from him in the form of wages; while a jobbing 
tailor who comes to the capitalist's house and patches his 
trousers for liim, producing a mere use value for him, is an 
unproductive worker. 'Ihc labour of the former is exchanged 
against capital, that of the latter against revenue. The former 
produces a surplus value; in the latter, revenue is consumed. 

The distinction between productive and unproductive labour 
is here only conceived from the standpoint of the possessor of 
money, of the capitalist, not from that of the worker \ and hence 
the stupidity of Ganilh etc., who have so little understanding 
of the matter that they raise the question whether the labour or 
function of the prostitute, or Latin and so on, produces money. 

A writer is a productive worker not because he produces 
ideas, but in so far as he enriches the publisher who publishes 
his works, or if he is a wage worker for a capitalist. 

{b) Definition of Productive Labour as Labour which produces 
Commodities 

The use value of the commodity in which the labour of a 
productive worker is ernbodit^d may be o(' the most trivial 
kind. This material jiroduct is not at all bound up with this 
its peculiar property [as embodiment of productive labour], 
which is rather the expression of a definite social relation of 
production. This property docs not arise from the content or 
the result of labour, but from its definite social form. 

On the other hand, on the assumption that capital has 
conquered the whole of production—and therefore that 
commodities (as distinct from mere use values) are no longer 
produced by any worker who himself owns the means of 
production for producing these commodities; that therefore 
now only the capitalist is the producer of commodities (the sole 
commodity excepted being labour power)—then revenues 
must be exchanged either against commodities which capital 
alone produces and sells, or against labour, which just like 
those commodities is bought in order to be consumed; that is, 
only for its definite material form, for its use value, for the 
sake of the services which, in its definite material form, it renders 
to its buyer and consumer. For the provider of these services 
the acts performed arc commodities. They have a definite use 
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value (imaginary or real) and a definite exchange value. For 
the buyer, however, these services are merely use values, 
objects in which he consumes his revenue. I'hesc unproductive 
workers do not receive their share of* the revenue (wages and 
profits), their share of the commodities produced by productive 
labour, gralis and for nothing: they have to buy it, but they 
have nothing to do with its production. 

In any case it is however clear: the greater the part of the 
revenue (wages and profit) spent on commodities produced 
by capital, the less the part that can be spent on the services 
of unproductive workers, and vke versa. 

The determinate material form of the labour, and conse¬ 
quently of its product, in itself has nothing whatever to do 
with this distinction betwcim productive and unproductive 
labour. For example, the cooks and waiters in a public hotel 
arc productive workers, in so far as their labour is transformed 
into capital for the proprietor of the hotel. These same persons 
arc unproductive workers as “menial servants", in so far as 
1 do not make capital out of their scr\^ices, but spend revenue 
on them. In fact, therefore, these same persons also are for 
me, the consumer, unproductive workers in the hotel. 

“That part of the annual produce of the land and labour 
of any country which replaces a capital never is immediately 
employed to maintain any but productive hands. It pays 
the wages of productive labour only, 'fhat which is immedi¬ 
ately destined for constituting a revenue, either as profit or 
as rent, may maintain indifferently either productive or 
unproductive hands. 

“Whatever part of his stock a man employs as a capital, 
he always expects it to be replaced to him with a profit. 
He employs it, therefore, in maintaining productive hands 
only; and after having .serv^ed in the function of a capital 
to him, it constitutes a rev’enue to them. Whenever he 
employs any part of it in maintaining unproductive hands 
of any kind, that part is, from that moment, withdrawn from 
his capital, and placed in his stock reserved for immediate 
consumption” (Book II, Chapter III, pp. 296-7). 

To the extent that capital conquers the whole of production, 
and therefore the home and petty form of industry producing 



156 THKORIES OF SURPLUS VALUE 

iion-commoditics, uso values for personal consumption, dis¬ 
appears, it is clear that the unproductive workers—those whose 
services arc exchanged directly against revenue- perform for 
the most part only personal scrv'iccs, and only an infinitesimal 
part of them (like cooks, seamstresses, jobbing tailors and so 
on) will produce material use values. That they produce no 
commodities follows from the nature of the case. For th(‘ commo¬ 
dity as such is never a direct object of consumption, but a 
bearer of exchange value. Consequently only a quite insignifi¬ 
cant part of tl\ese unproductive workers can ])lay a direct 
part in material ])roduction onc(; the capitalist mode ol' 
production has d(’\ eloi)ed. It is only by the exchange of [ their] 
services against revenue that they participate in tlie latter. 
This does not j)re\'cnt, as Adam Smith notes, the value of the 
services of these unproductive workers being determined and 
determinable in the same (or an analogous) way as that of 
the productive worker's: namely, by the production costs 
in\'ol\'cd in their maintenance or production of their main¬ 
tenance. Other fiictors also have importanc<‘ in this connection, 
but they are not relevant here. 

Tlic labour power of the producth e worker is a commodity 
for th(‘ worker himself. So is that of' the unproductive worker. 
But the productive worker ]:)roduces commodities for the 
buyer of his labour power. Tlie unproductive worker produces 
for him a mere use value, not a commodity; an imaginary or 
a real use vahur. It is characteristic for the unproductive 
worker that he produces no commodities for his buyer, but 
indeed recei\Ts commodities from him. 

‘‘The labour of some of the most respectable orders in the 
society is, like that of menial servants, unproductive of any 
value. . . . 'fljc sovereign, for example, with all the officers 
both of* justice and war who serve under him, the wliole 
army and navy, are unproductive labourers. I'hcy arc the 
servants of the public, and are maintained by a part of the 
annual produce of the industry of other people. ... In the 
same class must be ranked . . . : churclimen, lawyers, 
physicians, men of letters of all kinds; players, buffoons, 
musicians, opera-singers, opera-dancers, etc.” (p. 295). 
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In itself, as has been said, this distinction between productive 
and unproductive labour has nothing to do either with the 
particular sjieciality of* tlie labour or with the particular use 
value in which this siiecial labour incorjiorates itself. In the 
one case the labour is exchanged against capital, in the other 
against revciuK^. In the one case the labour is transformed 
into capital and produces a profit for the capitalist; in the 
other case it is an expenditure, one of the articles in which 
revenue is consumed. For example, the worker employed by a 
piano maker is a jiroductive worker. His labour replaces not 
only the wage which he consumes; but in the product, the 
piano, the commodity which the piano maker sells, is contained 
a surplus value over and above the value of the wage. If on the 
other hand i buy all th<‘ maUnials required for a piano (or for 
ail it matters the worker himself may jiossess them) and, instead 
ol' buying the piano in a shop, have it made in my home— 
lluni the worker wlio makes the piano is an unjiroductive worker, 
because his labour is exchanged directly against my revenue. 

Hence it is clear that in the same proportion as cajiital 
subjugates to itself th<.‘ whole of jiroduction—that is, all 
commodities are prodiu'(‘d for the market and not for direct 

coiisunijition.and the productivity of labour rises to the same 

degr(U‘, a material difference between productive and un])i\> 
ductive labour will move and more develo}), inasmudi as the 
former, with minor exceptions, will exclusively produce 
commodities, while the latter, with minor exceptions, will 
perform only personal services. I'lie former class will conse¬ 
quently produce the immediate, material wealth consisting in 
commoditiesy all commodities except that which consists of 
labour power itself. Fliis is one of the considerations which 
prompt Adam Smith to add other points of difference, in 
addition to this first differentia specifica by which they are 
defined in principle. 

Thus, following through various associations of ideas, he says: 

“The labour of a menial servant,* on the contrary, adds 
to the value of nothing . . . the maintenance of a menial 
servant never is restored. A man grows rich by employing a 


* As distinct from that of the “manufacturer’’. 
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multitude of manufacturers: he grows poor by maintaining 
a multitude of menial servants. The labour of the latter, 
however, has its value, and desen'cs its reward as well as 
that of tlic former. But the labour of the manufacturer fixes 
and realises itself in some particular subject or vendible 
commodity, which lasts for some time at least after that 
labour is past. It is, as it were, a certain quantity of labour 
stocked and stored up to be employed, if necessary, upon 
some other occasion. That subject, or what is the same thing, 
the price of that subject, can afterwards, if neccssar>% put 
into motion a quantity of labour equal to that which had 
originally produced it. The labour of the menial servant, on 
the contrary, does not iix or realise itself in any particular 
subject or vendible commodity. His services generally 
perish in the very instant of their performance, and seldom 
leave any trace or value behind them for which an equal 
quantity of service could afterwards be procured. 

“The labour of some of the most respectable orders in the 
society is, like that of menial servants, unproductive of any 
value, and does not fix or realise itself in any permanent 
subject, or vendible commodity . . (Book II, Chapter III, 
pp. 294-5). 

For the definition of the unproductive worker w^c here have 
the following determinants, wdiich at the same time form the 
links in Adam Smith’s train of thought: 

The labour of the unproductive worker “produces no 
value”, “adds to the value of nothing”, “the maintenance (of 
the unproductive worker) never is r<!Siorcd”, “his labour does 
not fix or realise itself in any particular subject or vendible 
commodity”. On the contrary, “his services generally perish 
in the very instant of their performance, and seldom leave 
any trace or value behind them for which an equal quantity 
of service could afterwards be ])rocured”. Finally, “his labour 
does not fix or realise itself in any permanent subject or 
vendible commodity”. 

In this presentation productive or unproductive is used in a 
sense different from its original use. It no longer refers to 
production of a surplus value, which by its nature includes 
reproduction of an equivalent for the value consumed. But 
according to this presentation, the labour of a worker is 
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called productive in so far as he replaces the consumed value 
by an equivalent, by adding to any material, through his 
labour, a quantity of labour equal to that which was contained 
in his wage. Here the formal determination, the determination 
of productive and unproductive workers by their relation to 
capitalist production, is abandoned. From Book IV, Chapter 
IX, where Adam Smith criticises the teaching of the Physio¬ 
crats, it can be seen that Adam Smith came to make this 
aberration p.irtly in opposition to the Physiocrats and i)artly 
under their influence. If a worker merely replaces each year 
the equivalent of his wages, then he is not a productive worker 
for the capitalist. He does indeed replace the wage, the purchase 
price of his labour. But it is absolutely the same transaction as 
if the capitalist had bought the commodity which this worker 
produced. He pays for the labour contained in the constant 
capital and in the wage. He possesses the same quantity of 
labour in the form of the commodity which he previously 
possessed in the form of money. His money is not thereby 
transformed into capital. In this case it is the same as if the 
worker himself were the owner of his means of production. 
He must each year deduct the value of the means of production 
from the value of his annual product, in order to replace them. 
What he consumes or could consume annually would be that 
portion of the value of his product which is equal to the new 
labour added in the year to his constant capital. In this case, 
therefore, there would be no capitalist production. 

The first reason why Adam Smith calls this kind of labour 
“productive” is that the Physiocrats call it “sterile” and 
“non-productive”. 

Thus Adam Smith tells us in tlie Chapter referred to: 

“First, this class [namely the industrial classes, who do not 
carry on agriculture,] it is acknowledged [by the Physio¬ 
crats], reproduces annually tlie value of its own annual 
consumption, and continues, at least, the existence of the 
stock or capital which maintains and employs it.... Farmers 
and country labourers, indeed, over and above the stock 
which maintains and employs them, reproduce annually a 
net produce, a free rent to the landlord . . . the labour of 
farmers and country labourers is certainly more productive 
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than that of merchants, artificers and manufacturers. The 
superior produce of the one class, however, does not render 
the other barren or unproductive” (Book IV, Chapter IX, 
Vol. 2, pp. 168-9). 

Here therefore Adam Smith falls back to the standpoint of 
the Physiocrats. The real “productive labour”, which produces 
a surplus value and because of that a produit net^ is agricultural 
labour. He abandons his own view of surplus value and 
accepts that of the Physiocrats. At the same time, he asserts, 
in opposition to that view, that industrial (and according to 
him also commercial) labour is nevertheless also ]>roductive, 
even if not in the same full sense of the word. He therefore 
drops the formal definition- the determination of w^hat is a 
“productive worker” from the standpoint of capitalist produc¬ 
tion—and asserts, as against the Physiocrats, that the industrial 
class not engaged in agriculture reproduces its own wages— 
that is, it docs after all produce a value equal to that which 
it consumes, and thereby “continues, at least, the existence of the 
stock or capital which maintains and employs it.” Hence arises, 
under the influence of and in contradiction to the Physiocrats, 
his second definition of what is “productive labour”. 

“Secondly”, says Adam Smith, “it seems, upon this 
account, altogether improper to consider artificers, manufac¬ 
turers, and merchants in the same light as menial servants. 
The labour of menial servants docs not continue the existence 
of the fund which maintains and employs them. Their 
maintenance and employment is altogether at the expense 
of their masters, and the work which they perform is not of 
a nature to repay that expense. That work consists in 
services which perish generally in the very instant of their 
performance, and docs not fix or realise itself in any vendible 
commodity which can replace the value of their wages and 
maintenance. The labour, on the contrary, of artificers, 
manufacturers, and merchants naturally docs fix and realise 
itself in some such vendible commodity. It is upon this 
account that, in the chapter in which I treat of productive 
and unproductive labour, I have classed artificers, manufac¬ 
turers, and merchants among the productive labourers, 
and menial servants among the barren or unproductive” 
(Book IV, Chapter IX, Vol. 2, p. 169). 
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As soon US capital has conquered the whole of production, 
revenue, in so far as it is exchanged at all against labour, will 
not be directly exchanged against labour which producers 
cmimodities^ but against mere services. It is exchanged partly 
against commodities which are to serve as use values, and partly 
against seivices, which by their nature arc consumed as use 
values. 

A commodity--as distinguished from labour power itself— 
is a material thing confronting man, a thing of a certain 
utility to him, in which a definite quantity of labour is fixed 
or realised. 

We come thcrreforc to the definition wdiich in its essence was 
alriady contained in the first paragraph above. Productive 
workers arc those whose labour produces commodities^ and who 
in fact do not consume more commodities than they produce, 
than their labour costs. Their labour fixes and realises itself 
‘‘ill any vendible commodity w'hich can replace the value of 
their wages and maintenance”. Through the production of 
commodities the productive worker constantly reproduces the 
variable capital which he constantly consumes in the form of 
wages. lie constantly produces the fund wdiich pays him, 
“w^hich maintains and employs him”. 

In the first place, Adam Smith naturally includes in the labour 
which fixes or realises itself in a vendible commodity all 
intellectual activities which are directly consumed in material 
production. Not only the direct worker by hand or machine, 
but foreman, engineer, manager, clerk, etc.; in a wwd, the 
labour of the whole personnel required in a particular sphere 
of material production in order to produce a particular 
commodity, who must necessarily work together (co-operate) 
in the making of the commodities. In fact they add their 
aggregate labour to the constant capital and raise the value of 
the products by this amount. (How far is this true of bankers, 
etc.?) 

Secondly, Adam Smith says that on the whole, as a rule, 
“generally”, this is not tlic case with the labour of unproductiv^e 
workers. Even when capital has conquered material production, 
and so, taken by and large, home industiy^ has disappeared, or 
the industry of the petty craftsman who makes use values 

L 
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directly for the consumer at his home—even then, Adam Smith 
knows quite wtII, the seamstress whom I bring to my house 
to sew shirts for me, or the workers who repair furniture, or 
the ser\'ant w'lio scrubs and cleans the house and so on, or 
the cook w^ho gives meat and other things their palatable 
form, fix their labour in a thing and in fact increase the value 
of that thing, in exactly the same way as the seamstress who 
sew\s in a factory, the machine operative who repairs the 
machine, the workers who clean the machine, the cook wlio 
cooks in a hotel as a wage-worker for a capitalist. These use 
values can also, potentially, be commodities; the shirts may 
be sent to the pawnshop, the house sold again, the furniture 
sold by auction, and so on. Thus it is possible that these 
persons also have produced commodities and added value to 
the objects on w'hich they have worked. This however is a 
very small category among unproductive workers. And it 
does not hold good of the mass of servants, parsons, Govern¬ 
ment officials, soldiers, musicians, etc. 

But however large or small the number of these “unproduc¬ 
tive workers” may be, at any rate what this makes clear and 
is admitted by tlic limiting wt)rd “in services whicli perish 
generally in tlu' very instant of their performance”, is that it is 
neither necessarily the special type of labour nor the outw'ard 
form of its product that make it “productive” or “unproduc¬ 
tive”. 'fhe same labour can be productive, when I buy it as 
a capitalist, as a producer, in order to make a profit out of it, 
and unproductive, when I buy it as a consumer, a spender of 
revenue, in order to consume its use value, no matter whether 
this use value perishes with the activity of this labour power 
itself, or realis(\s, fixes itself in an object. The cook in the 
hotel produces a commodity for the person who has bought 
her labour as a capitalist, the hotel proprietor. 'J'hc consumer 
of the lamb cutlet has to pay for her labour, and this replaces 
for the hotel proprietor (apart from profit) the fund out of 
which he continues to pay the cook. But if on the other hand 
I buy the labour of a cook so that she may cook meat etc. for 
me, not to make a profit out of it as labour in general but to 
enjoy it, to use it as that particular concrete labour, then her 
labour is unproductive; although this labour fixes itself in a 
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material product and could just as well (in its result) be a 
vendible commodity as it in fact is for the proprietor of the 
hotel. 

The great difiercnce remains however: the cook does not 
replace for me; (the private person) the fund out of which I 
pay her. For I buy her labour not as a value-creating element, 
but merely for the sake of its use value. Her labour as little 
replaces for me the fund with which I pay for it, that is, her 
wage, as the dinner that I cat in the liotcl in itself enables me 
to buy and eat the same dinner a second time. This distinction 
liowever is also to be found between commodities. Tiie 
commodity wliich the capitalist buys in order to rej)lace his 
constant capital (for example, cotton material, if he is a cotton- 
printer) replaces its value in the printed cotton. But if on the 
other hand he buys the cotton in order to consume it himself, 
this commodity docs not replace his outlay. I’he largest 
proportion of society, that is to say the working class, must, 
for that matter, perform this kind of labour for itself; but it 
can only perform it when it has worked “productively”. It 
can only cook meat for itself when it has })roduced a wage 
with which it can pay for the meat; and it can only keep its 
furniture and dwellings clean, or clean its boots, when it has 
produced the value of furniture, house rent and boots. For 
this class of productive workers itself, therefore, what appears 
as unproductive labour is labour wdiich they perform for 
themselves. This unproductive labour never enables them to 
repeat the same unproductive labour a second time unless 
they have previously worked productively. 

Thirdly. On the other hand: an entrepreneur of theatres, 
concerts, brothels, etc., buys the temporary dis])osal over the 
labour power of the actors, musicians, prostitutes, etc.—^in 
reality in a roundabout way that is only of formal economic 
interest: in its result the movement is the same. He buys this 
so-called “uiiproduclive labour”, whose “sertdees perish in 
the very instant of their performance” and do not fix or realise 
themselves in “any permanent (particular is also used) subject 
or vendible commodity” (other than themselves). The sale 
of these to the public provides him with wages and profit. 
And these services, which he has bought in this way, enable 
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liim to repeat them: that is, they themselves renew the fund 
out of which they are paid. The same is true for example of 
the labour of a clerk employed by a lawyer in his oflicc - 
except for the fact that tlicse services as a rule materialise 
themselves in very comprehensive ‘’■j)artjcular subjects'’ in 
tlie Ibrm of immense bundles of deeds. It is true that these 
services are paid back to the eyihrpreneur from the revenue of 
the public. I5ut it is no less true that this holds good of* all 
products, in so far as the\’ enter into indi\idual consumption. 
It is true that the countiy cannot export these services as 
such; but it can export those who ])erforin the s(!rviccs. Thus 
France exports dancing masters, cooks, etc., and Ciermany 
schoolmasters. With the export of the* dancing master and the 
schoolmaster, however, his revenue is also exported, whereas 
the export of dancing shoes and books brings a recii)rocal 
value into the countiy. 

If therefore on tlie one hand a part of the so-called iinjiro- 
cluctive labour embodies itself in material use values which 
might just as well be commodities (vendible commodities), so 
on the other hand a part of the services which assume no 
obj(*ctive form- have no existence as an object separated from 
those performing the services, and do not enter into a com¬ 
modity as a constitutait part of value - may be bought with 
capital (by the direcl purchaser of the labour), replace their 
own wage and yield a profit. In short, the production of these 
serxicH's can be in part suVjordinated to cajiital, just as a part 
of the labour which embodies itself in useful things is bought 
directly from revenue and is not subordinated to capitalist 
production. 

Fourthly, The whole world of commodities can be divided 
into two great parts. First, labour j^ower; second, commodities 
as distinct from labour power itself And the jinrchasc takes 
place of such s<!r\’ices as train, maintain, modify, etc., labour 
power—in a word, give it a specialised form or even only 
maintain it, as for example the service of the schoolmaster in 
so far as it is “industrially necessary” or useful, the service of 
the doctor in so far as he maintains health and thus y^reserves 
the source of all value, labour power itself Th(!sc are therefore 
services which ])ut in their place “a vendible commodity”, etc., 
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namely, labour ])Owcr itself, into whose costs of production 
and reproduction these services ent<‘r. However, Adam Smith 
knew how little “education” ont<Ts into the costs of production 
of the mass of the workers. And in any ciise the doctor’s 
services belong- to the faux frais of production. They can be 
counted as the costs of repair for labour power. Let us assume 
that wages and profit simultaneously decline in total value, 
whatever the cause—for example, because the nation has 
become lazier- and at the same time fall as measured in use 
value, because labour has become less productive owing to a 
bad harvest, etc.; in short, that the part of the jiroduct whose 
value is equivalent to revenue declines, because less new 
labour has been applied in the past year and because the 
lahvmr that was ayiplied iias been less produeVive. If then 
capitalists and workcTs want to cc)n.sumc the same sum of 
value in material tlungs as they did before, they would be 
able to buy less of the services of the doctor, schoolmaster, etc. 
And if th(‘y were compelled to continue the same outlay on 
both, then they would have to restrict their consumption of 
olluT- things. It is therefore clear that the labours of the doctor 
and schoolmaster do not directly create the fund out of which 
they are paid, although their labours enter into the costs ol’ 
production ol'the fund which creates all values wdiatsocvcr 
the costs of production of labour pow er. 

Adam Smith continues: 

“Thirdly, it seems upon every supposition improper to 
say that the labour of artificers, manufacturers and merchants 
docs not increase the real revenue of the society. Though we 
should suppose, for example, as it seems to be supposed in 
this system, that the value of the daily, monthly, and yearly 
consumption of this class was exactly ecjual to that of its 
daily, monthly, and yearly production, yet it would not 
from thence I’ollow that its labour added nothing to the real 
revenue, to the real value of the annual produce of the land 
and labour of the society. An artificer, for example, who, in 
the first six months after harvest, executes ten pounds’ 
worth of work, though he should in the same time consume 
ten pounds’ worth of corn and other necessaries, yet really 
adds the value of ten pounds to the annual produce of the 
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land and labour of the society. While he has been consuming 
a half-yearly revenue of ten pounds’ worth of corn and other 
necessaries, he has produced an equal value of work capable 
of purchasing, either to himself or to some other person, 
an equal half-yearly revenue. The value, therefore, of what 
has been consumed and produced during these six months 
is equal, not to ten, but to twenty pounds. It is possible, 
indeed, that no more than ten pounds’ worth of this value 
may ever have existed at any one moment of time. But if 
the ten pounds’ worth of corn and other necessaries, which 
were consumed by the artificer, had been consumed by a 
soldier or by a menial servant, the value of that part of the 
annual produce which existed at the end of the six months 
would have been ten pounds less than it actually is in 
consequence of the labour of the artificer. Though the value 
of what the artificer produces, therefore, should not at any 
one moment of time be supposed greater than the value he 
consumes, yet at every moment of time the actually existing 
value of goods in the market is, in consequence of what he 
produces, greater than it otherwise would be” (Book IV, 
Chapter IX, Vol. 2, pp. 169-70). 

Is not the value of llie commodities to be found at any time 
on the market greater as a result of the ‘‘unproductive labour” 
than it would be without this labour? Are there not at every 
moment on the market, alongside wheal and meat and so on, 
also prostitutes, lawyers, sermons, concerts, theatrical perform¬ 
ances, soldiers, politicians, etc.? These lads and wenches do 
not get the “corn and other necessaries” for nothing. In 
return they give or pester us w'ilh their services, which as such 
services have a use value, and because of their production 
costs have also an exchange value. Reckoned as consumable 
articles, at every moment, alongside the consumable articles 
in the form of commodities, there is a quantity of articles 
consumable as services. 'J'hc total amount of consumable 
articles is thus at every moment greater than it would be 
without the consumable services. Secondly, however, the 
value also is greater; for it is equal to the value of the commo¬ 
dities which are ])aid for these services, and the latter is equal 
to the value of the services themselves. Inasmuch as in this 
case as in every exchange of commodities against commodities 
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equal value is given for equal value, the same value is there 
in duplicate, once on the buyer’s side and once on the seller’s. 
Adam Smith goes on to say, in reference to the Physiocrats: 

**When the patrons of this system assert that the consump¬ 
tion of artificers, manufacturers and merchants is equal to the 
value of what they produce, they probably mean no more than 
that their revenue, or the fund destined for their consumption, 
is equal to it” (Book IV, Chapter IX, Vol. 2, p. 170). 

In this statement the Physiocrats were right in relation to 
workers and employers taken together, n^nt forming only a 
special category of the profits of the lattcT.^ 

1 Adam Smith notes on the same occasion in criticising tlic Physiocrats (Book IV, 
Chapter IX): 

“The annual produce of the land and labour of any s(»ciety can be augmented 
only in two ways; either, first, by some improvc*inent in tlie productive jjowers 
of the useful labour actually maintained within it; or, secondly, by some increase 
in the quantity of that labour. 

“The improvement in the productive pow'ers of useful labour depend, first, 
upon the improvement in the ability of the workman; and, secondly, upon that 
of the machinery with which he works. 

. . 'Fhc increase in the quantity of useful labour actually employed within 
any .society must depend altogether upon the increase of the capital which employs 
it; and the increase of that capital again must be exactly equal to the amount of 
the savings from the revenue, cither of the particular persons who manage and 
direct the cniployiiient of that capital, or of some other persons who lend it to 
them” (Vol. 2, pp. 170-i). 

In these passages there is a double vicious circle: 

First: the annual product is increased by greater productivity of labour. All 
means to augment this productivity—in so far as it is not the re.sult of accidents 
of nature such as a specially favourable season, etc.—require an increa.se of 
capital. But in order to increase the capital, the annual product of labour must 
be increased. First circle. 

Second: The annual product can be increased by an increase in the quantity 
of labour employed. 'I’he quantity of labour employed, however, can only be 
increased if the capital that employs the labour is first increased. Adam Smith 
helps himself out of both vicious circles by “savings”: by this he means in fact 
the transformation of revenue into capital. In itself it is already an error to present 
the whole of profit as the revenue of the capitalist. The law of capitalist production 
requires on the contrary that a part of the .surplus labour, of the unpaid labour 
which the worker performs, is transformed into capital. When the individual 
capitalist is functioning as a capitalist--that is, as a functionary of capitial—this 
may appear to him himself as savings; but he regards it as a necessary reserve 
fund. I’hc increase of the quantity of labour dcjcs not however depend only on 
the number of workers, but also on the length of the working day. 'Fhe quantity 
of labour can therefore be increased without an increase in that part of the 
capital which is used as wages. Similarly, on this assumption there need not be 
more machinery, etc. (though it will depreciate more rapidly; but this makes 
no difierence here). All that would have to be increased is that part of the raw 
materials which consists in seeds, etc. And it remains true that, taking a single 
country (excluding foreign trade), surplus labour must first be applied to 
agriculture before it becomes possible in the industries which get their raw materials 
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Smith’s second view of productive and unproductive labour 
—or rather the view that is interwo\T^n with his other view— 
therefore amounts to this: that the former is labour which 
produces commodities^ and the latter such as produces no 
^ommoditi(^s. lie docs not deny that the oin* kind of labour is 
just as muc:h as the other a commodity. Sec tlie passage quoted 
above: 

“The labour of the latter . . . has its value, and deserves a 

reward as well as that of the former” (Book 11 , Chapter III). 

'riiat is, from the economic standpoint. Neither in the one 
nor in the other kind of labour is tlicre any question of moral 
or other standpoints. 

The coiK'cpt of a commodity, however, implies that labour 
embodies, materialises, realises itself in its product. Labour 
itself in its immediate b<‘ing, in its living existence, cannot be 
directly conceived as a commodity, but only labour power, of 
wliich labour itself is the transient manifestation. Just as actual 
wage labour can only be explained in this way, so it is also 
with “unproductive labour”, tvhich Adam Smith throughout 
defines by the C(»SiS of production requir(‘d to produce the 
“unproductive labourer”. A commodity must therefore be 
conceived as having an existence distinct from th(‘ labour 
itself. Then, however, the world of commodities fall into tw^o 
great categories; 

On the one hand, labour power. 

On the other, commodities themselves. 

'The materialisation, etc., of the labour is ncvertliclcss not 
to be taken in such a Scottish sense as Adam Smith conceives 
it. When we speak of the commodity as a materialisation of 
labour—in the sense of its exchange value this itself is only 
an imaginary, (hat is, a merely social mode of existence for 
the commodity, wdiich has nothing to do with its corporeal 
reality; it is conceived as a definite ciuantity of social labour 

from apriciiltiin^. A part of their raw materials, such as coal, iron, timber, fish, 
etc. (the last named for example as manure), can be prr»cwred inenrjy throujifh an 
irierease of labour time (the number of wr^rkers remainiiij^' the same). There can 
therefore be no lack of ihese. On the other hand it has been shown above that 
the iiicre.'ise of pr^tluetiviiy in its oi'i.G[in alw.ays presupposes merely the ef)ncenlra¬ 
tion of capital, nrrt the areuniulaiictn of capital. i.ater however each process 
supplements the other. 
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or money. The concrete labour whose result it is may leave 
no trace in it. In manufactured commodities this trace remains 
in the outward form given to the raw material. Although on 
the other hand in agriculture, etc., the form given to the 
commodities—for example, wheat, oxen, etc.—is also the 
product of human labour, and indeed of labour transmitted 
and accumulated from generation to generation, nevertheless 
this cannot be seen in the product. In other forms of industrial 
labour it is in no way the purpose of the labour to alter the 
form of the thing, but only its position. For (rxamplc when a 
commodity is brought from Clhina to England, no trai e of 
this labour is to be seen in the thing itself—excejit by those 
people who call to mind that the object is not an English 
product. T herefore the materialisation of labour in the com¬ 
modity must not be understood in this way.’ The mystification 
here arises from the fact that a social relation appears in the 
form of a thing. It may well be correct however that the 
commodity appears as past, objccti\Tscd labour, and therefore, 
when not in the form of a thing, can appear only in the form 
of labour power itself; though never directly as living labour 
itself, but in a roundabout way which in practice seems the 
same but is nevertliclcss not the same—in the determination 
of various wages. Productive labour would therefore be such 
labour as produces commodities or directly produces, trains, 
develops, maintains and reproduces labour power itself. Adam 
Smith excludes the latter from his category of productive 
labour; arbitrarily, but with a certain correct instinct: that if 
he included it, he would open the floodgates for false notions 
of productive labour. 

In so far tlicrcfore as we leave out of account labour power 

’ T'liat Adam Smith regards the fixation of labour as not .somcihing entirely 
exirinsic is shown by the following quotation, which enuincrates among the 
various constituents of the fixed capital: 

“4. . . . the acquired and ustrful abilities of all the inhabitants or members of 
the society. The acquisition of such talents, by the maintenance of the ac cjiiirer 
during his education, study, or apprenticeship, always costs a real expense, 
wliicli is a capital fixed and realised, as it were, in his person. Those talents, as 
they make a part of his fortune, .so do they likewise of that of the society to which 
he belongs. 'I'he improved dexterity of a workman may be considered in the 
same light as a machine or instrument of trade which faeililates and abridges 
labour, and which, though it costs a certain expense, repays that expense with a 
profit” (Book IT, Chapter 1 ). 



j;o OF surplus value 

itself, productive labour is that which produces commodities, 
material products, whose production has cost a definite 
quantity of labour or labour time. Among these material 
products are included all products of art and science, books, 
paintings, statues, etc., in so far as they take the form of 
things. In addition, however, the product of labour must be a 
commodity in the sense that it is a “vendible commodity”, 
that is, a commodity in its first form, which has still to pass 
through its metamorphosis. 

A manufacturer may himself constmet a machine, when he 
cannot get it built anywhere else, not to sell it but to make use 
of it as a use value. But he tlien makes use of it as part of his 
constant capital, and thus sells it in instalments in the form 
of the product which it has helped to make. 

Certain labours of “menial servants” may equally well take 
the form of (potential) commodities, and even of the same 
use values, considered as material objects. But they are not 
productive workers, because in fact they produce not commo¬ 
dities but immediate “use values”. As for labours which are 
productive for their buye^rs or users themselves—as for example 

the labour of the actor for a theatrical enireprerieur .they arc 

shown to be unproductive labours by the fact that their 
buyer cannot sell them to the public in the form of commodi¬ 
ties, but only in the form of the action itself. 

Apart from such cases, productive labour is that which 
produces commodities, and unproductive labour is that which 
produces personal services. The former labour is represented 
by a vendible thing; the latter must be consumed while it is 
being performed. 'J’he former (except for that labour wdiich 
creates labour power itself) comprises all material and intellec¬ 
tual wealth—meat as well as books—that exists in the form 
of things; the latter covers all labours which satisfy any 
imaginary or real need of the individual—or even those which 
are forced upon the individual against his will. 

I'he commodity is the most elementary form of bourgeois 
wealth. The explanation of “productive labour” as labour 
which produces “ commodities” corresponds therefore to a 
far more elementary point of view than that which explains 
productive labour as labour which produces capital. 
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The opponents of Adam Smith have left out of account his 
first and pertinent definition, and have concentrated on tlve 
second, pointing out the unavoidable contradictions and 
inconsistencies to which it gives rise. I'heir attacks were made 
all the easier for them by their insistence on the material 
content of the labour, and particularly on the condition that 
the labour must be fixed in a more or less durable product. 
We shall sec soon what it was that particularly gave rise to 
the polemics. 

But first another point. Adam Smith says of the Physiocratic 
system that its great merit is its recognition of the fact that the 
wealth of nations consists ‘"not in the unconsumable riches of 
money, but in the consumable goods annually produced by 
the labour of the society” (Book IV, Chapter IX). 

Here we have the apjilication of his second definition of 
productive labour. 

The determination of surplus value naturally depended on 
the form in which value itself w'as conceived. In the Monetary 
and Mercantile system it is therefore presented as money; by 
the Physiocrats as the product of the land, as agricultural 
product; finally by Adam Smith simply as commodity. In so 
far as the Physiocrats touch on the substance of value, they 
resolve it into pure use value (matter, corporeal object), just 
as the Mercantilists resolve it into the pure form of value, the 
form in which the product makes itself manifest as general social 
labour: money. With Adam Smith, both properties of tlie 
commodity are grasped—use value and exchange value—and 
so all labour is productive which manifests itself in any use 
value, any useful product. The fact that it is labour that 
manifests itself in the jiroduct implies that the product is also 
equal to a definite quantity of general social labour. Adam 
Smith, in contrast to the Physiocrats, restores to its place the 
value of the product as the essential thing for bourgeois 
wealth; but on the other hand he strips off from value the 
purely fantastic form—that of gold and silver—^in which it 
appeared to the Mercantilists. Every commodity is in itself 
money. It must be recognised that Adam Smith at the same 
time also falls back into the Mercantilist conception of “durabi¬ 
lity”, in fact of “imperishability”. We can recall the passage 
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in Pctly^ where wealth is valued according to the degree to 
wliich it is more or less durable without perishing, and finally 
gold and silver are placed at the top as wealth that is “not 
p(‘rishablc”. 

A. Blanqui says of* Adam Smith: “In restricting the sphere 
of wealth exclusively to those values which arc embodied in 
matcTjal substances, he erased from the* book of production 
the whole boundless mass of immaterial values, daughters of 
tlie moral capital of civilistxl nations, etc/’ [Hisloire de VEconomie 
Politique^ Brussels, 1842, p. 152). 

* * ♦ 

In Chapter 1 of Book IV Adam Smith liimsclf says: 

“Mr. l.ocke remarks a distinction between money and 
other movable goods. All other movable goods, he says, arc 
of so consumable a nature that the wealth which consists in 
them cannot be much depended on. . . . Money, on the 
contrary, is a steady friend’' (p. 37G). 

And further on in the same chapter: 

“Consumable commodities, it is said, arc soon destroyed; 
whereas gold and silver arc of a more durable nature, and, 
were it not lor this continual exportation, might be accumu¬ 
lated for ages together, to the incredible augmeiUation of the 
real wealth of the country” (p. 385). 

The man of the Monetary System hankers after gold and 
silver bc^causc they arc money, the independently existing, 
tangible substantiation of exchange value, its indestructible, 
eternally enduring substantiation—so long as it is not allowed 
to become- means of circulation, the merely transient form of 
the exchange value of commodities. The accumulation of it, 
the amassing of* it, the formation of a hoard is consequently 
his way of enriching himself*. And, as I show-ed in the quotation 
from Petty, other commodities arc themselves v.alued in tin- 
degree to wdiich they are more or less durable, that is, ren)ain 
exchange value. 

Now in the first place Adam Smith repeats this same view— 

' Srt* The Critique of Political Economy, pp. 172--3 (Kerr edition), quoting Petty, 
Political Arithrnctick^ p. iq(i. 
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of llic n^Iativi^ly greater or Jess durability of eornrnocliti(‘s in 
the passage \\ Jicro lie speaks of coiisuniption which is more or 
less useful to tlu* creation of wealth, in the measure that it 
creates more or less perishable articles of consumption. Thus 

hci'c the Monetary System jiecps through.and necessarily so, 

since even in dinxt consumption tlicre is tlu* reservation that 
the article of consumjition is still wealth, a commodity—that 
is, a unity of us(‘ value and exchange value; and the latter 
d(‘p(*nds on the degree to which the use value is durable, so 
tliat the article of consumption only slowly loses th(‘ ]>ossibility 
of b(diig a commodity or bearer of exchange value. 

S(T"()udly, in his second distinction between productive and 
uniiroductivc labour Adam Smith com]>leUdy returns- in a 
broader form - to the distinction made in the Monetary 
System. 

Productive labour “fixes and realises ilsi^lf in some particular 
subject or vendible commodity, which lasts for some time at 
K*ast after that labour is past. It is, as it were, a certain quantity 
of labour stocked and stored up to be employed, if necessary, 
u])on some other occasion.’' As against this, tlie r(\siilts of 
unprodiH live labour or services “gitnerally perish in the very 
instant of their performance, and seldom leave any trace or 
value behind them for which an equal quantity of scivicc 
could afterwards be procured” (Book II, Chapter III). 

Thus Adam Smith makes the same distinction IxMween 
commodities and services as the Monetary System did between 
gold and silver and other commodities. H(‘rc too the diflerence 
arises from accuinulation, no longer however in the form of 
building up a hoard but in the real form of reproduction. The 
commodity perishes in consumption, but then it reproduces 
commodities of higher value, or if it is not so applied, it is 
itself value with which other commodities can be bought. 
It is the peculiarity of the product of labour that it exists in a 
more or less durable and tlicreforc again alienable use value— 
in a use value in which it is the b(‘arer of exchange value, is 
itself a commodity—or, in fact, in which it is money. Services, 
unproductive labours do not again become money. I cannot 
pay debts, nor buy commodities, nor buy labour that produces 
surplus value, with the services for which I pay the lawyer, 
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doctor, priest, musician, statesman, soldier, etc. They have 
perished, like perishable articles of consumption. 

So at bottom Adam Smith says the same thing as the 
Monetary System. For the latter, only that labour is productive 
which produces money, gold and silver. For Adam Smith, 
only that labour is productive wliicli produces money for its 
buyer—though he sees the money character in all commodities 
in spite of its being covered over, while the Monetary System 
saw it only in the commodity which is the independent 
substantiation of exchange value. This distinction is based on 
the nature of bourgeois production itself, since wealth is not 
equivalent to use value, but only the commodity is wealth - the 
use value as bearer of exchange value, as money. What the 
Monetary System did not understand was how this money is 
made and increased through the consumption of commodities— 
not through their transformation into gold and silver, for in 
this form they are crystallised as independent exchange value 
and not only lose their use value, but do not alter the magnitude 
of their value. 

« « ♦ 

Had Adam Smith adhered with full consciousness to the 
analysis of surplus value w’hich in substance is to be found in 
his work—that it is created only in the exchange of capital 
against wage labour—it would have followed that productive 
labour is only that which is exchanged against capital: never 
labour which is exchanged with revenue as such. In order 
that revenue may be exchanged against productive labour, it 
must first be transformed into capital. 

But taking as his starting point on the one hand the tradi¬ 
tional view—that productive labour is labour which produces 
directly any form of material wealth—and combining with this 
the distinction he made between the exchange of capital 
against labour and that of revenue against labour, Adam 
Smith drew the conclusion: The kind of labour for which 
capital is exchanged is always productive, it always creates 
material wealth, etc. The kind of labour for which revenue is 
exchanged may or may not be productive; but the spender of 
revenue far prefers to set in motion labour that is directly 
unproductive rather than productive labour. It can be seen 
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that Adam Smith, by thus mixing together the two distinctions 
he draws, very much weakens and blunts the principal 
distinction. 

(r) The Polemic against Adam Smith's Definition 

The polemic against Adam Smith’s differentiation between 
productive and unproductive labour was for the most part 
confined to the dii minorum gentium^^ among whom moreover 
Storch was the most important; it is not to be found in the 
work of any outstanding economist of any economist of 
whom it can be said that he made some discovery in political 
economy. On the contrary, it is the hobby-horse of the second- 
rate, and especially of the school-mastcrish compilers and 
writers of compendia, as well as of dilettanti with facile pens 
and vulgarisers in this field. What particularly gave rise to 
this polemic against Adam Smith was the following: 

First: the great mass of the so-called ‘"higher-grade” workers 
—such as State officials, military people, professional workers, 
doctors, priests, judges, law>’crs, etc., some of whom are not 
only not productive but essentially destructive, but know how 
to appropriate to themselves a very great part of the ‘"material” 
wealtli partly through the sale of their "‘immaterial” commodi¬ 
ties and partly by force and compulsion—found it not at all 
pleasant to be relegated from the economic standpoint to the same 
class as clowns and servants, to appear merely as consumers 
along with these, parasites on the actual producers (or rather 
agents of production). I’his classification was a particular 
profanation of precisely those functions which had formerly 
been surrounded with a halo, had enjoyed superstitious 
veneration. Political economy in its classical period, like the 
bourgeoisie itself in its parvenu period, adopted a severely 
critical attitude to the machinery of the State, etc. At a later 
stage it saw—practice also made it manifest—and learnt from 
experience, that the necessity for all these classes, in part 
completely unproductive, arose from its own organisation. In 
so far as those “unproductive workers” did not produce 
entertainment, so that their purchase entirely depended on 
the way in which the agent of production cared to spend his 

^ Gods of the lesser tribes. 
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wa.o-cs or profit—in so far as on the contrary they were necessary 
or made th(^nis(Jvcs necessary because of bodily infirmities 
(like doctors) or spiritual weaknesses (like parsons), or because 
of the conflit t between private interests and national interests 
(like State employees, all h‘gal people, police, soldiers), they 
were, regarded by Adam Smith, as by the industrial capitalists 
themselves and the working class, as faux frais of production, 
which are therefore to be cut down to the most indispensable 
minimum and to be provided as cheaply as possible. Bourgeois 
society re])r()duces in its own form everything against which 
it had fought in feudal or absolutist form. Hence it becomes 
a ])rincipal task for the sycophants of this soci(‘ty, espeiially oi‘ 
the uppi'i* classes, to restore theoretically the prestige of even 
the purely parasitic sections of these “unproductive workers’ , 
or to justily even the exaggeratiid claims of the section which 
is indispensable. The dependence of the ideological etc. class on 
the capilalisls was in fact proclaimed. 

Secondly, liowevcr, a part of the agents of production (of 
material production itself) w<tc declared by one group or 
anotluT of economists to be “unproductive”. For example, 
the landowner, by tlu! section of economists who represented 
industrial capital (Ricardo). Others (for exarnpli* Carey) 
declared that the merchant was an “un])rod\u'tive” worker. 
'I’lurri even a third group came along, who declared that the 
“capitalists” themselves were unproductive, or at least tried 
t(i leducc their claims to material wealth to “wages”, that is, 
to the w^ages of a “productive worker”. Many intellectual 
workers seemed also open to this doubt. It was therefore 
ad\ isable to make a compromise and recognise the productivity 
of all cla.sscs not directly included among the agents of material 
pioduction. One good turn deserves another; and, as in the 
fable of the bees, it had to be established that even from the 
“pioductivc”, economic standpoint the bourgeois wwld with 
all the “unproductive workers” is the best of all worlds. This 
was all the more timely because the “unproductive workers” 
on their part were making critical observations in regard to 
the productivity of the classes which when all is said and done 
were 'fruges consumere naiV '^—or even in regard to those agents 
* liorn to consume the fruits. 
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of j^roduction, such as landowners, who do nothing at all, 
etc. Both the do-nothings and the parasites on them had to be 
found a place in tliis best possible order of things. 

Thirdly: As the dominion of capital extended, and in fact 
even those spheres of production not directly related to the 
production of material wealth became more and more depen¬ 
dent on it—and especially the positive sciences (natural 
sciences) were subordinated to it as means towards material 
j}roduction—second-rate sycophants of political economy 
thouglit it their duty to glorify and justify ev(‘ry sphere of 
activity by demonstrating that it was “linked"’ with the 
production of material wealth, that it was a means towards it; 
and they honoured everyone by making him a “])roductivc 
worker” in the “narrowest” sense- that is, a tvorker who works 
in the service of capital, is useful in one way or another to its 
increase, etc. 

There are also such people as Mallhus to g(‘t honourable 
mention, who directly defend the iHrcessity and usefulness of 
“unproductive workers” and pure parasites. 

(d) Appendix: The Concept of Productive Labour 

Caj)ital is productive: (i) as a force compelling surplus labour; 
(2) as in itself thi; absorl)er and a])])ro])riatoT, as well as the 
personification, of the productive forces of social labour and of 
the general social productive forces, such as science. 

'Ihe question arises as to how or for what reason labour as 
opposed to capital appears productive, or as productive labour, 
since the productive forces of labour arc transferred to capital 
and the same productive force cannot be counted twice, once 
as the productive force of labour and the second time as the 
productive force of capital? 

Ihe answer to this question must follow from the preceding 
analysis. 

Only bourgeois thick-hcadedness, which regards the capitalist 
forms of production as its absolute forms-- hence as eternal, 
natural forms of production—can confuse the question as to 
what is productive labour from the standpoint of capital with the 
question as to what labour is productive in general, or what is 
productive labour in general; and consequently fancy itself 

M 
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vcr^' wkc iu givins auswcA' tlvai all labour which produces 
anything at all, which has any kind of result, is eo ipso^ produc¬ 
tive labour. 

Only labour which is directly transformed into capital is productive; 
that is, only labour whic'h gives to variable raiulal its variable 
character. [ If we denote b\' Ar the increment, the accretion, 
by which labour increases the variable capital then] labour 
which transforms r into z^ + Az/is productive labour. This is the 
one point which has to be elucidated. Labour which creates 
surplus value or ser\'cs capital as a means to the creation of 
surplus valu<‘, and hence as a means through w^hich capital 
becomes ('apital, value which produces more value. 

Secondly: the social and general productive forces of labour 
are productive forces of capital; but these productive forces 
relate only to the labour process, or affect only the use value. 
They represent properties belonging to capital as a thing, as 
use value. They do not directly affect exchange value. Whether 
[in the making of a jn'oduct uiuhrr the socially necessary 
conditions of production] a hundred w^orkers work together, 
or each of the hundred works by himsell‘, the value of this 
product is equal to a liundred days of labour, whether this 
amount of labour is reprcvscuited in a large or small number of 
products; that is to say, the productivity of the labour makes 
no difference to the value. 

The varying productivity of labour only affects exchange 
value in one wiiy. 

If for example the productivity of labour is increased in a 
single branch of* labour- for instance, if weaving w^ith power- 
looms instead of hand-looms becomes no longer merely excep¬ 
tional, and if the weaving of a yard with the power-loom 
requires only half the lime taken with the hand-loom, then 
twelve hours’ labour of a hand-weaver is no longer represented 
by a value of twelve hours, but by a value of six, since the 
necessary labour time has now become six hours. Although the 
hand-weaver works twelve hours as he did before, these twelve 
hours now represent only six hours of social labour time. But 
this is not what we arc dealing with here. Take on the other 
hand another branch of production, for example type-setting, 

1 By that very fact. 
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\\\ which up to the, present no machines arc used', twelve hours 
in tliis branch are productive of just as much value as twelve 
hours in the branches of production in which machinery etc. 
is developed to the utmost. Conseciuently labour, as productive 
of value, always remains the labour of the individual, only 
expressed in i^eneral terms. Hence productive labour—as 
labour producing value—in relation to capital, always presents 
itself as labour of an individual labour-power, as the labour of a 
separate worker, wliatcver social combinations these workers 
may enter into in the process of production. While therefore 
capital, in relation to the worker, ])reseiits itself as the social 
productive power of labour, the productive labour of the 
worker, in relation to capital, appears always only as the labour 
of an isolated worker. 

I’hirdly: Whereas it appears to be a natural property of 
capital—hence as a ])ropcrly deriving from its use value— to 
extort surplus labour and to appro])riatc to itself the social 
productive forces of labour, it appears on the other hand to be 
a natural property of labour to make its own social productive 
powers into productive powers of capital, and its own surplus 
product appears as surplus value, as the self-expansion of 
capital. 

These three points must now be examined, and the distinc¬ 
tion between productive and unproductive labour deduced 
from them. 

(i) The productivity of capital consists in the fact that it 
confronts labour as wage labour; and the productivity of 
labour consists in the fact that it confronts the means of 
production as capital. 

We have seen that money is transformed into capital—that 
is, a given exchange value is transformed into an exchange 
value that expands, into a value plus a surplus value—thi ough 
one part of it being transformed into commodities which serve 
labour as means of production (raw materials, instruments, in 
a word, the material conditions of labour), and another part 
being used for the purchase of labour power. However, it is 
not this first exchange between money and labour pow’er, or 
the mere purchase of the latter, which transforms the money 
into capital. This purchase incorporates in the capital the use 
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of the labour power for a definite time, or makes a certain 
quantity of Jiving labour one of the forms of existence, so to 
speak the entelechy, of the capital itself. In the actual process 
of ])roduction the living labour is transformed into capital in 
that on the one hand it rej)roduces the wage--- that is, tlie 
value of the variable capital and on the' other hand it creates 
a surplus value; and througli this transformation process the 
whole sum of money is transformed into capital, although the 
part of it which varies directly is f>nly that part wiiich is 
expended in wages. li the value was equal to c -f c, now it is 
equal to c (r ■ Ar'), whic h is the same as [c v) -f Av; or 
the original sum ol* money, magnitude of value, has iiu'reased 
its value, has become a value which both maintains and 
increases itself. 

This is what has to be grasped; and the circumstance that 
only the variable pari oi thc caj)ital ])r(>duces its incl ement alters 
absolutely nothing in the fact that tlirough this process the 
whole original value has added value to itself', has increased 
by a surjilus value, and that therefore the whole! original sum 
oi’ money has been translbrmed into capital. For the original 
value is equal to c r v (constant and varial)lc capital). In the 
process it becomes c i (v - Ar); the latter is the reproduced 
part, whic:h has come into c^xisieiiee through thc! Iransfornialion 
of living labour into materialised labour, a transformation 
which is conditioned and initiated through the exchange of 
V against labour powcT, or its transformation into wages. But 
c -t- {v -f- Ar) is equal to c -i v (thc! original cajiital) | Ar. 
Moreover the transformation of r into v -f Ar, and thus of 
(c -f- r) into (r f r) • Ar, could only take j)laec through a 
part of the money being transformed into c. The one part 
can only be transformed into variable c.a])ital through the other 
being transformed into constant capital. 

Ill thc actual production jirocess labour is in reality trans¬ 
formed into capital, but this transformation is made possible 
by thc original exchange between money and labour power, 
t hrough this direct transformation of labour into materialised 
labour belonging not to thc worker but to the capitalist, the 
money is first transformed into capital, including that part of 
it which has taken thc form of means of production, of the 
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conditions ncccssiiry for labour. Up to this point the money is 
only in its nature capital, whether it exists in its own form or 
in the form of cornmoclitics (products of labour) of such a type 
as can serve as means of production of a commodity. This 
definite relation to labour first transforms money and commodi¬ 
ties into capital, and that labour is productive labour which 
through this its relation to the means of production—to which 
corresponds a defiiiiie relation in the actual production 
process—transforms money or commodities into capital; that 
is to say, maintains and increases in its value the materialised 
labour which confronts labour power as something independent. 
Productive labour is only an abbreviated way of expressing 
the whole relationship and the form and manner in which 
labour power figures in the capitalist production process. But 
it is of the greatest importance to distinguish it liorn other 
kinds of labour, since ibis distinction ex])rcsses precisely the 
distinct form of that labour on wliich is based the whole 
capitalist mode of ])rodiiction and capital itself. 

Productive labour is thcrcibre—in the system of capitalist 
production - that which produces surplus value for its employer, 
or which transforms the objective conditions of labour into 
capital and their owner into a capitalist; and therefore labour 
which pioduces its own product as capital. 

When then’J'ore we speak of productive labour^ we speak of 
socially determined labour, labour which implies a quite precise 
relation between the buyer and the seller of the labour. 

But although the money which is in the hands of the buyer 
of' labour power—or the supply of means of jiroduclion and 
means of subsistence for the worker wliich he jiosscsscs in the 
form of commodities—first becomes capital through the process 
of production, is only in the process transformed into capital, 
and therefore tliese things arc not capital before they enter 
into this process, but arc only destined to be capital—neverthe¬ 
less they are in themselves capital. They are in themselves capital 
because of the independent form in which they confront 
labour power and labour power confronts them; a relationship 
which the exchange with labour power and the subsequent 
process of the actual transformation of labour into capital 
conditions and consolidates. They have from the outset the 
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definite social relationship to ihc workers which makes them into 
capital and gives them command over labour. They are 
therefore presupposed to be capital in relation to labour. 

Productive labour^ consequently, can be so described when it is 
directly exchanged with money as capital^ or, what is only a 
shorter way of saying this, labour w'hich is directly exchanged 
with capital—that is to say, with money wdiich in itself is 
capital, which is destined to function as capital or confronts 
labour powTr as capital. The expression; labour which is 
directly exchanged with capital, implies that the labour is 
exchanged with money as capital, and thereby transforms it 
into capital. The significance of tlie direct exchange will be 
seen more clearly in a moment. 

Productive labour is therefore labour wiiich reproduces for 
the W'Orker only the previously determined value of his labour 
power, but as a value-creating activity increases the value of 
the capital, or which confronts the worker himself with the 
values it creates as capital. 

In the exchange between capital and labour, as we saw in 
examining the production process, tw'o essentially different 
though interdependent aspects have to be distinguished. 

First: I’hc first exchange between capital and labour is a 
formal process, in w^hich capital figures as money and labour 
power as commodity. The sale of the labour power takes place 
conventionally or legally in this first process, although the 
labour is paid for only after it has been applied, at the end of 
the day, the wxx;k, etc. This in no way alters the transaction 
in which the labour power is sold. What in this transaction is 
directly sold is not a commodity in which labour lias already 
been realised, but the use of the labour power itself, and 
therefore in fact the labour itself, as the use of the labour power 
is its activity, labour. It is therefore not an exchange of labour 
mediated through an exchange of commodities. When A sells 
boots to B, both exchange labour, one labour realised in 
boots, the other labour realised in money. But in the case we 
arc dealing with, on one side materialised labour in its general 
social form, that is, as money, is exchanged against labour 
that as yet exists only as a power, and what is bought and sold 
is tlie use of this power, that is, the labour itself; although the 
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value of the commodity sold is not the value of the labour 
(a meaningless expression) but the value of the labour power. 
A direct exchange therefore takes place between materialised 
labour and labour j^ower, which de facto resolves itself into 
living labour; that is, between materialised labour and actual 
labour. The wage- -the value of the labour power—a})pcars, 
as explained above, in the form of direct purchase price, the 
price of the labour. 

In this first phase the relation between worker and capitalist 
is that of seller and buyer of a commodity. The capitalist pays 
the value of the labour power, that is, the value of the commo¬ 
dity which he buys. 

At the same time, however, the labour power is only bought 
because the labour which it can perform, and undertakes to 
perform, is greater than the labour required for the reproduc¬ 
tion of the labour power, and therefore expresses itself in a 
value greater than the value of the labour power. 

Secondly: The second phase of the exchange between capital 
and labour has in fact nothing to do with the first, and strictly 
speaking is not an exchange at all. 

In the first phase there is an exchange of money and 
commodity—of equivalents—and worker and capitalist con¬ 
front each other simply as owners of commodities. Equivalents 
are exchanged (that is to say, it makes no difference to the 
transaction when they are exchanged and whether the price 
of the labour is above oi* below the value of the labour power 
or is equal to it. The transaction can therefore take place in 
accordance with the general law of the exchange of commodi¬ 
ties). In the second phase no exchange at all takes place. 
The owner of money has ceased to be a buyer of commodities, 
and the worker a seller of commodities. The owner of money 
functions now as a capitalist. He consumes the commodity 
which he has bought, and the worker supplies it, since the use 
of his labour power is his labour itself. Through the earlier 
transaction the labour itself has become part of materialised 
wealth. I’he worker performs it, but it belongs to the capital 
and is only just a function of the latter. It is performed therefore 
directly under the control and direction of the capital, and the 
product in which it is materialised is the new form in which 
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the capital appears, or in which rather it realises itself as 
capital. In this process, therefore, the labour materialises 
itself directly, is transformed directly into capital, after having 
already been Ibrmally in(X)rporatcd in capital through the 
first transaction. And indeed more labour is here transformed 
into capital than capital was earlier expended in the purchase 
of labour power. In this process a part of unpaid labour is 
appropriated, and only through this is the money transformed 
into capital. 

But although in this phase no exchange in feet takes place, 
the result, disregarding the intermediary stages, is that in the 
process- taking both phases together a definite quantity of 
materialised labour has exchanged for a greater quantity of 
living labour. This linds expression in the result of the piocess 
in the fact that the labour materialised in its product is greater 
than the labour materialised in the labour power, and is 
consequently greater than the materialiscTl labour jiaid to the 
worker; or that in the actual process tluj capitalist receives 
l)ack not only the part of the capital which he expendtTl in 
wag(‘s, but a surplus value which costs him nothing. "J'hc 
direct exchange' of labour against capital here signifies (i) the 
direct transformation of the labour into capital, into a material 
constituent of capital in the production proci-ss; (2) the 
exchange of a definite quantity of materialised labour against 
the same quantity of living labour plus an additional quantity 
of living labotir which is appropihated without an equivalent 
in exchange. 

The statement that productive labour is labour which is 
directly exchanged with capital embraces all these ])hases, 
and is only a derivative Ibrmula signifying that it is labour 
which transforms money into capital, which is exchanged with 
the means of production as capital, and whose relation to 
them therefore is not at all a relation to simple means of 
])roduclion, nor in its relation to the means of production is it 
labour in general, without a specific social character. 

This slat<!rncnt covers (i) the relation of money and labour 
j)ower to ench other as commodities, the purchase and sale 
betwetm the owner of money and the owmer of labour power; 
(2) the direct subsumption of labour under capital; the 
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real iransformation of labour into capital in the produc tion 
process, or wliat is the same thing, the creation of surplus 
value for capital. Two kinds of exchange between lal)our and 
capital take place. The first expresses simply the buying of the 
labour power and hence actu of the labour and hence of its 
product; the second, the direct transformation of living labour 
into capital, or its materialisation as the embodiment of 
capital. 

'I’he result of the capitalist production process is neither a 
mere product (use value), nor a commodity, that is, a use 
value which has a definite exchange value. Its result, its 
])roduc.t, is the creation of surplus value for capital, and hence 
the actual transformation of money or commodity into capital. 
Before' thc' production process they were capital only in inten¬ 
tion, in th(‘mselves, in their destiny. In the production process 
more labour is absorbed than is bought. This absorj^tion, the 
appropriation of another’s unpaid labour, which is consum¬ 
mated in the jiroduction process, is the direct aim of the 
capitalist production process; for what capital as ca])ital 
(hence the capitalist as capitalist) wants to produce is neither 
an immediate use value for self-consumption, nor a commodity 
to be turned first into money and then into a use value. Its 
aim is the accumulation, the expansion of value, its increase', that is to 
say, the maintenance of the old value and the creation of 
surplus valu(\ And it achieves this specific product of the capitalist 
production process only in exchange with labour, which is 
therefore called productive labour. 

In order that it may produce a commodity, labour must be 
useful labour; it must produce a use value, be manifested in a 
use value. And consequently only labour which manifests 
itself in commoditi(\s, that is, in use values, is labour with 
which capital is exchanged. This is a self-evident premise. 
But it is not this concrete character of labour, its use value as 
such—that it is for example the labour of a blacksmith or a 
cobbler, spinning, weaving, etc.—that constitutes its specific 
use value lor capital and hence stamps it as productive labour 
in the system of capitalist production. What constitutes its 
specific use value for capital is not its definite useful character, 
any more than it is the particular useful properties of the 
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product in which it is materialised; but its character as the 
creative element of exchange value, that ii is abstract labour; 
and not indeed that it rcprcsenls simply a definite quantity 
of this general labour, but a greater quantity than is contained 
in its jirice, that is, in tlic value of the labour power. 

The capitalist production process is therefore also not merely 
the production of commodities. It is a process which absorbs 
unpaid labour, which makes of the means of production means 
for the absorption of unpaid labour. 

It follows from what has been said that the di\sigiiation of 
labour as productiv(‘ has absolutely nothing to do with the 
definite content of the labour, with its special usefulness, or 
W'ilh the particular use Vci]uc in which it manifests itself. 

The same kind of labour may be productive or unjiroductive. 

For example, Milton, who wrote Paradise Lost, was an 
unproductive worker. On the other hand, the writer who 
turns out factory-made stuff for his ])ublisher is a productive 
worker. Milton jiroduced Paradise Lost for the same reason 
that a silk worm produces silk. It w'as an activity of his nature. 
Later he sold the product for But the literary proletarian 
of Leipzig who fabricates books (for example, Compendia of 
Economics) under tlie direction of his publisher is a productive 
worker, for his production is subordinated to capital in advance 
and lakes place only because it increases that capital. A singer 
wrho sells her song on her own is an unproductive w'^orkcr. 
But the same singer, commissioned by an cnirepreneur to sing in 
order to make money for him, is a productive worker. For she 
produces capital. 

Here there arc various questions to be settled. Whether I 
buy a pair of trousers or whether I buy the cloth and get a 
journeyman tailor to exjme to my house to make up this cloth 
into trousers for me, and j)ay liim for his service (that is, his 
tailoring labour), is a matter of absolute indiflbrcnce to me, in 
so far as what I am interested in is the pair of trousers. If I 
buy the trousers fiom the capitalist tailor (“merchant tailor”) 
instead of taking the latter course, I do that because the 
latter course is more expensive; and the trousers cost less 
labour, and arc cheaper in consequence, if the capitalist 
tailor produces them than if I have them produced in the 
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lalter way. But in both cases I transform the money witli 
which I buy the trousers not into capital but into trousers; 
and in both cases what I am doing is using the money as mere 
means of circulation, that is to say, transforming it into this 
particular use value. Here therefore the money is not function¬ 
ing as capital, although in one case it is exchanged for a 
commodity, and in the other it buys labour itself as a com¬ 
modity. It functions only as moiu^y, and more precisely, as 
means of circulation. On the otlier hand the journeyman 
tailor (who works for me at home) is not a productive worker, 
although his labour providers me with the product, the trousers, 
and him with th(‘ price of his labour, the money. It is possible 
that the quantity of labour which the journeyman pcn Jbrms is 
greater than that contained in the price he receives from me. 
And this is even probable, since the price of his labour is 
determined by the price wdiich the productive tailors receive. 
But it is a matter of absolute indiircrciicc to mc!. WlictluT, once 
tlic price is fixed, he works eight or ten hours, is of no interest 
at all to me. What I am concerned with is the use value^ the 
trousers; and naturally, whatever way I buy them, 1 am 
interested in paying as little as possible for them—but in one 
case neither more nor less than in the other—or in paying 
for them only their normal price. This is an outlay for my 
consumption; there is no increase, but a diminulion of my 
money. It is absolutely not a means to enrichment, any more 
that any other kind of outlay for my personal consumption is 
a means to enrichment. A disciple of Paul dc Kock may tell 
me that without buying the tiouseis, as without buying 
bread, I cannot live and therefore also cannot enrich myself; 
that the trousers are therefore an indirect means or at least a 
condition for my enrichment. In the same way the circulation 
of my blood and my breathing would be conditions for my 
enrichment. But neither the circulation of my blood nor my 
breathing, in and by themselves, make me any the richer; on 
the contrary, both of them presuppose a costly assimilation of 
food, without which no poor devil could exist. Consequently, 
the mere direct exchange of money for labour does not trans¬ 
form the money into capital and the labour into productive 
labour. 
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What is it thi'ii that gives this exchange its special character? 
WlK'iviii is it cliircrent from the exchange of money for produc- 
ti\e labour? On the one hand, in that the money is spent as 
money, as the independent form of exchange value, which is 
to be transformed into a use value, a means of subsistence, 
an object of personal consumption. The money therefore does 
not become capital, but on the contrary, it loses its existence 
as exchange value in order to be dissipati'.d and consumed as 
use value. On the other hand, the labour interests m(! only as 
use value, as service, through which cloth is transformtrd into 
trousers; as the service which its i*oncr('te usc^ful character 
provid(‘s. In contrast to this, the service! which the same 
journeyman (!m})loyed by a master tailor provides for this 
capitalist does not consist in the transformation of cloth into 
trousttrs, but in the fact that the necessary labour time inatc^rial- 
ised in a pair of trousers is equal let us say to twelve hours, 
while the wage received b}' the journeyman is equal to six 
hours, 'i’he service with which he provides the capitalist consists 
th(!refore in the fact that he works six hours for nothing, 'fhat 
this takes place in the form of tailoring trousers only conceals 
the real relationship. As soon as he is able to, the capitalist 
tailor therefore tries to transform the trousers again into 
money, that is to say, into a form in which tlic concrete 
character of tailoring labour has completely disappeared, and 
in which the scr\^ice performed expresses itself in the fact that 
instead of six hours of labour time, expressed in a definite 
sum of money, there is now twelve hours of labour time, 
expressed in double that sum of money. I bu>' the tail(»ring 
labour for the serv'icc it provides me with as tailoring labour, 
to satisfy rny need for clothing, and therefore to serve one of 
rny needs. The capitalist tailor buys the labour as a means to 
making two thalers out of one. I buy it because it produces a 
definite use value, provides me with a definite service. He buys 
it, because it produces more exchange value than it costs, as 
a mere means to exchanging less labour for more labour. 

Where the direct exchange of money for labour takes place 
without the latter producing capital—that is, when it is not 
productive labour—it is bought as service; which in general is 
nothing but an expression for the particular use value which 
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ilic labour, like any other commodity, provides. It is liowever 
a specific term lor the particular use value of labour which 
provides this ser\'ice in the form not of a thing but of an activity — 
^vhich however in no way distinguishes it from a machine, 
for example a clock. Do id facias^ facio ul facias^ facio id dcs, do 
id dcs (I give that you may make, 1 make that you may make, 

1 make that you may give, I give that you may give) are 
here forms that can be used comphacly iiidifi'ercntly of the 
same relationship; wliile in cajiitalist production the do id facias 
expresses a quite specific relation between the objective value 
which is given and the living activity which is accepted. 
For this reason, because the specific relation between labour 
and capital is in no way involved in these purchases of s(!r\ iccs, 
Ixring either complet(‘ly obliterated or altogether absent, they 
ar(* naturally the favourite form used by »Say, Hastiat and 
their consorts to express the relation between capital and 
labour. 

M'he (juestion how the value of these services is regulated and 
how^ this value is itself determined by the laws of wages is not 
relevant to the examination of the relation we are considering, 
and belongs to the treatment of wages. 

It has been seen that the mere exchange of money for labour- 
does not transfoiTu the latter into productive labour, and on 
th(! other hand that the content of this labour makes no 
difference at all. 

lire w^orker himself can buy labour, that is, commodities 
su})])licd in the form of seivices, and the cx})eiiditure of his 
wages on such services is an expenditure which is absolutely 
no different from the expenditure of his wages on any other 
kind of commodities. The services which he buys may be 
more or less necessary, for example the service of a doctor or 
of a parson, just as he may buy bread or schnaps. As buyer — 
that is, representative of money confronting commodities—the 
worker is absolutely in the same category as the capitalist 
where the latter appears only as buyer, that is to say, where 
th(‘rc is no more in the transaction than the conversion of 
money into the form of a commodity. How the price of these 
sei'\'iccs is determined and what relation it has to wages jiroper, 
how far it is regulated by the laws of the latter and how far 
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it is not, must be considered in a treatment of wages, and are 
not relevant to our jircsent enquiry. 

If thus the mere exchange of money for labour does not 
transform the latter into productive labour, or what is the 
same thing, does not transform the Ibrmer into capital, so 
also the cojilenl, the concrete character, the particular usefulness 
of the labour, makes absolutely no ditferciicc—as we have seen 
above, the same labour of the same journeyman tailor is in 
one case productive, in the other not. 

The performance of certain seiviccs, or the use values 
resulting from ciTtaiu activities or labours, are embodied in 
commodities; others on the contrary leave no tangible results 
separate from the persons themselves; or, their result is not a 
vendible commodity. For example, the service rendered to me 
by a singer satisfies my aesthetic need; but what I enjoy exists 
only in an action inseparable from the singer himself; and as 
soon as his labour, the singing, comes to an (!nd my enjoyment 
is also over; I enjoy the activity itself -its reverberation on 
my ear. These services themselves, like the commodities which 
I buy, may be necessary' or may only seem necessary—for 
example the service of a soldier, a doctor or a lawyer; or they 
may be services which only yield enjoyment. But this makes 
no difference to tlicir economic character. If I am in good 
health and do not need a doctor, or have the good luck not 
to be involved in a lawsuit, 1 avoid paying out money for 
medical or h^gal services as I do the plague. 

The services may also be (breed on me; the services of 
officials, etc. 

If I buy the service of a teacher not to develop my faculties 
but to acquire skills with which I can earn money—or when 
others buy this teacher for me—and if I really learn something, 
which in itself is quite independent of the payment for the 
sei-vice—these costs of education, like the costs of my main¬ 
tenance, belong to the costs of production of my labour power. 
But the special usefulness of this service docs not alter the 
economic relation; it is not a relation in which I transform 
money into capital, or whereby the supplier of the service, 
the teacher, transforms me into his capitalist, his master. 
Consequently it also docs not affect the economic character 
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of this relation whether tlie doctor cures me or tlic teacher 
makes a succi^ss of leaching me or the lawyer wins my lawsuit. 
What is paid for is the performance of the service as such, 
and by its very nature the result cannot be guaranteed by 
those who rend(‘r the scr\'^ice. A great part of services belongs 
to the costs of consumption of commodities, such as those of a 
cook, maid, etc. 

It is characteristic of all unproductive labours that they an! 
at my disposal—as is the case in the purchase of all other 
commodities for consumption in the same proportion as that 
in whic li 1 exploit productive workers. Of all j)(Tsons, thcTefore, 
the productive worker has least command over the services of 
unproductive worktrrs, although he has most to pay for the 
invohmtary services (tin* State and taxes). Vice versa^ however, 
my power to employ productive workers docs not at all increase 
in proportion to the extent that I employ unproductive workers, 
but on tiie contrary falls in the same proportion. 

Productive workers may, in relation to me, be unproductive 
workers. For example, if I have my house re-papered, and the 
papiT-hangers are wage w'orkers of an employer who sells me 
the job, it is just the same for me as if I liad bought a house 
aln^ady papered: 1 would have expended money for a com¬ 
modity for my consumption; but for the employer who gets 
these workers to hang the jiaper they are productive workers, 
for they produce surplus value for him. 

What then is the position of independent handicraftsmen or 
peasants who cmjiloy no workers anti therefore do not produce 
as capitalists? Either, as always in the case of the peasant (but 
not for example of a gardener whom I get to come to my 
house), they are commodity producers and 1 buy the com¬ 
modity from them—in which case it makes no difference for 
example that the handicraftsman supplies it to order or the 
peasant brings to market what he can. In this relationship 
they meet me as sellers of commodities, not as sellers of labour, 
and this relation has therefore nothing at all to do with the 
exchange of capital, and therefore also nothing to do with 
the distinction between productive and unproductive labour, 
which is based purely on whether th(! labour is exchanged 
with money as money or with money as capital. They therefore 
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belong neither to the category of productive nor to that of 
unproductive workers, although they are producers of commodi¬ 
ties. But their production does not fall under the capitalist 
mode of production. 

It is j)ossible that lh(!sc producers working with their own 
means of production not only reproduce their labour powder 
but create surplus value, since their position makes it possible 
for them to appropriate their own surplus labour or a part of 
it (as one part is taken from them in the form of taxes, etc.). 
And here w'e come up against a peculiarity that is characteristic 
of a society in w'liich one definite mode of production pre¬ 
dominates, although all productive relations have not yet 
been subordinated to it. In feudal society, for example, as we 
can best observe in England because here the system of 
feudalism w^as introduced ready made from Normandy and 
its I'orm w’as impressed on w^hat w'^as in many respects a diHercnt 
social foundation—even productive relations wiiich wx*re far 
removed from the nature of feudalism wx‘re given a feudal 
form; for example, simple money relations in which there was 
no trace of mutual personal serv'ice as betwx*en suzerain and 
vassal, for instance the fiction that the small peasant held his 
properly as a fief. In just the same w"iy in the capitalist mode 
of production the independent peasant or handicraftsman is 
sundered into tw^o persons.^ As owmer of the means of produc¬ 
tion he is capitalist, as worker he is his ow'n wage worker. As 
cajiitalist, he therefore pays himself his wages and draws his 
profit from his capital; that is to say, he exploits himself as 
wage w'orkcr and pays himself, with the surplus value, the 
tribute that labour owes to capital. Perhaps he also pays 
himself a third part as landowner (rent), in the same way, as 
we shall see later, that the industrial capitalist who works 
with his own capital pays himself interest and regards this as 
something which he owes to himsell* not as an industrijil 
cajiitalisl, but qua capitalist pure and simple. The social 
character of the means of production in capitalist production— 
the fact that they express a definite productive relation—has 
so grown together with, and in the mode of thought of bourgeois 

' “In small (:riterj)ri.s<:s the employer is often his own worker’* (Storch, Conrs 
d iconomie politique, Tiiris, 18^3, Vol. 1 , p. 242). 
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society is so inseparable from, the material existence of these 
means of production as means of production, that the same 
definition (definite category') is applied even where the relation 
is the very opposite, 'fhe means of production become capital 
only in so far as they have become an independent power 
confronting labour. In the case mentioned the producer—the 
worker—is the. possessor, owner, of his means of production. 
Th(‘y arc llK!refore not capital, any more than in relation to 
them he is a wage worker. Nevertheless they arc thought of as 
capital, and he himst^lf is split in two, so that as c.a]^italisl he 
cmplo)'s himself as wage worker. In fact this way of ])resenting 
it, however irrational it may seem at first sight, is nevertheless 
correct in so far as the producer in such a case actually creates 
liis own surplus value (assuming that he sculls his commodity 
at its value), or the whole product materialises only his own 
labour. That he is able to appropriate to himself the whole 
product of his own labour, and that the excess of the value 
of his product over the average price of his day’s labour is 
not appropriated by someone else, he owes however not to 
his labour—which does not distinguish him from other 
workers—but to his ownershij) of the means of productirin. 
It is therefore onl) through his ownershij) of these that he 
takes jtossession of his own surplus labour, and thus arises his 
relation, as his own capitalist, to himself as wage worker, 
'riie separation between the twT) is the normal relation in 
this society. Where thcrelbre it does not in fact exist, it is 
presumed, and, as shown above, up to a point with justice; 
for (as distinct for example from conditions in Ancient Rome 
or Norway or in the North-West of the United Stales) in this 
society the unity appears as accidental, the separation as 
normal, and consequently the separation is maintained as the 
relation, even when one person unites the different functions. 
Here emerges in a very striking w^ay the fact that the capitalist 
as such is only a function of capital, the worker a function 
of labour power. For it is also a law^ that economic development 
divides out functions among different persons, and the artisan 
or peasant who produces with his own means of production 
will either gradually be transformed into a small capitalist 
who also exploits the labour of others, or he will suffer the 
N 
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loss of his means of production (this ma)' happen to begin 
witli although he remains their nominal owner, as in a 
mortg^ige) and be transformed into a wage worker. 'J’his is 
the tendency in the form of society in which the capitalist 
mode of production predominates. Jn examining the essential 
ndations ol' capitalist production it can therefore he assumed 
that the wliole world of commodities, all splicres of material pro¬ 
duction- -the production of material wealtli are subordinated 
(formally or really) to the capitalist mode ol* pi oduction (since 
this is being continuously approximated to, is in principle the 
goal of capitalist production, and only if this is realised will 
the productive power of labour be developed to its highest 
point). On this premise, wdiich expresses tlu* goal (limit), and 
which therefore is constantly coming (‘loser to (!xact truth, all 
w'oi kcrs engaged in the production of commodities are wage 
w^orkers, and the m('ans of jiroduction in all these spheres con¬ 
front them as capital. It can then be said to be a cliaractcristic 
of productive workers, that is, of capital-producing work(‘rs, tlial 
their labour is realised in comm()diti(\s, in material wealth. And 
so productive labour, alongwnth its determining characteristic- - 
w'hich takes no account of the content of the labour and is 
independent of that content—WT)uld be given a scicorid, 
dillercnt and subsidiary definition. 

The production of immaterial things, even when it is carried 
on purely for exchange, that is, when it produces commodities, 
may be of two kinds; 

(i) Its result is commodities, use values, whose form is 
different from and independent of producer and consumer; 
they may therefore exist during an interval between production 
and consumption, and in this interval circulate as vendible 
commodities, as in the ease of books, pictures, in a word all 
artistic products wdiich are different from the artistic perform¬ 
ance of the artist producing them. Here ca])italist production 
is applicable only to a very limited extent: as for example 
w^hen a w riter of a joint work—say an encyclopaedia—exploits 
a number of others as hacks. In this sphere for the most part 
there is a survival of transitional forms to capitalist production, 
the various scientific or artistic producers, handicraftsmen or 
[intellectuals] working for the capital of a common buyer, 
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the publisher; a relation that has nothing to do with the? 
capitalist mode of production proper, and even in form has 
not yet been brought under its sway. The fact that in these 
transitional forms the exploitation of labour is at its highest 
does not alter the ease. 

( 2 ) 7'hc production cannot be separated from the act of its 
])roducer, as is the ease with all jierforming artists, at:tors, 
teachers, doctors, parsons, etc. Here too the capitalist mode of 
production is met with only to a small extent, and from the 
na ture of the case can only occur in a few spheres. P"or example 
the teachers in educational establishmcnils may be mere wage 
workers for the entrepreneur of the establishment; many such 
educational factories exist in England. Although in relation to 
the pupils such t(!achfus are not productive workers, they are 
productive workers in relation to their employer. He exchanges 
his capital for their labour jiowcr, and through this process 
enriches himsedf. It is tlie same with enterprises such as theatres 
and other jilaces of entertainment. In such enterprises the 
relation of the acTor to the public is that of an artist, but in 
relation to his employer he is a productive worker. All these 
manifestations of capitalist production in this sphere arc so 
insignifi(!ant coinpared with total production that they can be 
left completely out of account. 

With the deveJopment of the sj)ecific capitalist mode of 
production, in which many wTirkers work together in the 
production ol’ the same commodity, the direct relation which 
their labour bears to the objeel produced naturally varies 
greatly. For example the unskilled labourers in a factory have 
nothing directly to do with the working up of the raw matcricil. 
The workers who function as overseers of those workers 
directly engaged in working up the raw material are one step 
further away; the works engineer is in yet another relation 
and in the main works only with his brain, and so on. But the 
totality of these workers, who possess labour powders of different 
value, produce the result, which, considered as the result of 
the labour process pure and simple, is expressed in commodities 
or in a material product; and all of them together, as w^orkers, 
are the living production machines of these products, just as, 
taking the production process as a whole, they exchange their 



196 THEORIES OF SURPLUS VALUE 

labour for capital and reproduce the capitalist’s money as 
capital, that is, as vahi(‘ producing value, self-expanding value. 
It is indeed characteristic of the capitalist mode of production 
that it separates the xarious labours, and even labours by 
brain and labours by hand or laboius in which one or tlu; 
other predominates - and divides them out among various 
poisons, riiis however does not prevent the material product 
from being the common product of these ])ersons, or their 
cominon product realised in material wealth; any more than 
on the other hand it prevents or in any way alters the relation 
of each one of these workers to capital liom being that of a 
wage worker, and in this pre-eminent sense being that of a 
productive worker. All these persons are not only directly 
engaged in the production of material wealth, but they 
(‘xchange their labour directly for money as capital, and 
therefore directly reproduce, in addition to their wage, a 
surplus value for the capitalists. Their labour consists of paid 
labour ])lus un|)aid surplus labour. 

In addition to extrac tive industry, agriculture and manufac¬ 
turing industry, there exists yet a fourth sphere of material 
production, which also runs througli the various stages of 
handicraft industry, manufaclure and m(‘chanic:al industry; 
this is the trampori industry^ traiisporling either people or 
commodities. The relation of thc^ productive* workcu', that is, 
llu! rvage worker, to the capitalist is here exacth' the sairui as 
in the other spheres of material production. Morc^over, in this 
sphere a material change in the object of labour is elfectc*d— 
a spatial change, a change of place. In relation to the transport 
of pc*,ople this takes the form only of a sewice ])cr{brmed for 
them by the entrepreneur. But thet relation between the buyer 
and seller oi' this service lias nothing in common with the 
relation of the productive worker to capital, any more than 
the relation between the buyer and seller of yarn. If on the 
othetr hand we consider the transjiort of commoditic's, in this 
case there certainly takes place, in the labour process, a 
change in the object of labour, the commodity. Its spatial 
position is altered, and along with this goes a (diangc in its use 
value, through the change in the location of this use value. 
Its exchange value increases in the same measure as this 
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change in its use value requires labour an amount of labour 
which is partly determined by the wear and tear of the 
constant capital, that is, the quantity of matcrialisi^d labour 
which enters into it, and partly by th<r quantity of living 
labour- just as in the value-increasing pnxass of all other 
commodities. When the commodity lias arrived at its destina¬ 
tion, this change wliich has taken place in its use value has 
vanished, and now finds I'xprcssion only in its higher exchange 
value, in the enlianced price of the commodity. And although 
in this case the real labour has left no trace in the use valu(‘, 
it is nevertheless realised in the exchange value of this material 
])roduct; and so it is true also of this industry, as of the other 
spheres of material production, that the labour is incorporated 
in the commodity, although it leaves no visible trace in the 
us(‘ \'aluc of the commodity. 

Merc we have still been dealing only with productive 
capital, that is, capital engaged in the direct process of produc¬ 
tion. We deal later with capital in the ])roccss of circulation, 
and only then, in considering the special form assumed by 
capital as merchant's capital, can the quc'.stion be answered 
as to how far llic workers (anployed by it are inoductivc or 
not productive. 



C. DAVID RICARDO 



I SURPim VALUE AND PROFIT 
1. THE STRUCTURE OF RICARDO’S WORK 


Ricardo starts 1‘rom the dotcrminalion of the relative value or 
cxeliangc value of commodities by the C|uaiitily of labour^ 
[necessary for their jiroduction]. 'I'he nature of this “labour” 
is not further examined. I1‘ two commodities arc of cijual 
value or their values arc in a definite ratio to each other, or 
what is the same thing, are (tf unequal magnitude according 
to the quantity of “labour” each contains—then however it 
is also clear that, in so far as they are exchange, values, they 
are of the same substance. Their substance is labour. That is 
why they are “value”. Their magnitude is different, according 
as each contains more or lc.ss of this substance. But Ricardo 
docs not examine the type, the character of this labour—its 
special character as hibour which creates exchange value or 
cxjjresses itself in exchange values. He therefore does not 
grasp the connection of this labour with money, or tin; fact 
that it must assume th(^ form of money. He therefore absolutely 
fails to grasj) the connection between the determination of 
the excliange value ol'thc commodity by labour time, and the 
necessity for commodities in their development to generate 
money. Hence his erroneous theoiy of money. From the outset 
he deals only with the magnitude of value —that is, with the fact 
that the quantities of value in commodities an^ to each other 
in proportion to the quantities of labour reijuired for their 
production. He begins with this, and he expressly names 
Adam Smith as his source {The. Principles of Political Economy 
and Taxation, Clhapter 1, Section I). 

Ricardo’s method is tiien as follows: starting with the 
determination of the magnitudes of value of commodities by 
labour time, he next examines whether the other economic 
reli'itions or categories conflict with this definition of value, 
or how' far they modify it. Both the historical justification for 

^ Wc can examine later the (Hirerenl senses in which Ricardo uses the word 
value. 'Hiis airihiguity is the basi.s of Bailey's criticism, as alst.) of Ricardo's 
shortcomings. 
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this niodo of procedure—its scientific necessity in the history 

of economics.and at the same time its scientific inadequacy, 

can b(* seen at the first glance. It is an inadequacy which not 
only shows itself (from a formal standpoint) in the mode of 
prcTsentalion, but leads to erroneous results, because it skips 
necessary intermediate links and tries to establish direct proof 
of the consistency of economic categories with each other. 

Historically this method of investigation was justified and 
necessary. With Adam Smith, political economy had developed 
into a single great aggregate, and to a certain extent the ground 
it covered had been delimited. It was this that made it 
possible for Say to make a superfu ial but systematic condensa¬ 
tion of it in a textbook, rhe period between Adam Smith and 
Ricardo gave rise to only a few isolated investigations dealing 
with producli\e and unproductive labour, monetary theory, 
theory of population, landed property and taxation. Adam 
Smith himself movers with great nawete in a continuous 
contradiction. On tin; one hand he traces the inner connection 
between the economic categories—or the hidden strucluie of 
the bourgeois economic system. On the other hand, alongside 
this inner connection he sets up also the connection as it is 
manifested in the phenomena of competition, and therefore 
as it presents itself to the unscientific observer as well as to 
the man who is preoccupied and interested from a ])ractical 
standpoint in the process of bourgeois production, "fhesc two 
modes of approach in Adam Smith’s work not only run 
unconstrainedly side by side, but are interwoven and con¬ 
tinuously contradict each other: the one penetrating to the 
inner relations, the physiology as it were, of the bourgeois 
system; the otlier only describing, cataloguing, expounding 
and bringing under classifying dc!fiiiiti()ns the external pheno¬ 
mena of the process of everyday life in tlieir outward manif(*sta- 
tion and appearance. He is justified in doing this because --if we 
except a few of his special enquiries such as that into money— 
his task was in fact a double one: on the one hand, to attemj)t 
to i)enetratc to the inner physiology of bourgeois society: on 
the other, partly for the first time to describe the living forms 
in which this inner physiology manifests itself outwardly, to 
show its relations as they appear on the surface, and partly 



THK STRUG'I URE OF RICARDO \S WORK 2O3 

also to find a nomenclature and the corresponding- abstract 
ideas for these phenomena, and therefore partly also for the 
first time to reproduce them in language and in the process of 
thought. The one task interests him as much as the other, and 
as both proceed independently of the other, the result is a 
comjilelely contradictory way of looking at things—one that 
more or less correctly express(!s their intrinsic nrlations, the 
other with equal justice and without any internal relationship 
—w'ith no connection at all w-ith the other w-ay of examining 
the subject—expressing the relations in their oulw'ard a])]>ear- 
aiice. In th(\se circumstances his successors—in so far as they 
do not express the resistance to his ideas of older w'ays of 
thought wliich he had overcome- are able tranquilly to 
])roceed with their special enquiries and observations and always 
regard Adam Smith as th(‘ir sources, whether they link on to 
the esv)\cric or the exoteric yvart of his work or wdrether, as is 
almost ahvays the case, they jumble both together. At last, 
liow'cvcr, Ricardo comes on the stage, and calls to science: 
Halt!—The foundation, the starting point for the physiology 
of tlic bourgeois system -for the understanding of its internal 
organic coherence and life process- is the determination of 
value by labour time, Ricardo starts with this, and compels 
science to leave its old beaten track and render an account 
of how' far th<* rest of the caic^gorics it has de\'clopcd and 

described—the relations of production and commerce.corres- 

])ond to or conflict with this foundation, with the starting 
point; how l‘ar in general the science that merely reflects and 
reproduces the phenomenal forms of the process—how’^ far 
tlierefore also these phenomena themselves—correspond to 
the foundation on w^hieh the inner connections, the r(*al 
physiology of bourgeois society, rests, or wliich forms its starting 
|)oint; and w^hat in general is the position with regard to this 
contradiction between the apparent and the actual movement 
of the system. This is therefore the great historical significance 
of Ricardo for the science; and it is why the inane Say, having 
had the ground taken from under his feet by Ricardo, vented 
his spleen in the remark that “under the pretext of extending 
it (tlu* science), it had been pushed into a vacuum’’. With 
this service to economic science is closely linked the fact that 
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Ricardo ciiscovcrs and proclaims the economic contradiction 
beuveen the classes— as shown by the intrinsic relations—and 
lienee the historical strni>:.t*le and process of development is 
grasped at its roots and disclosed in economic science. Carey 
therefore denounces him as the father of communism: 

‘‘Mr. Ricardo’s system is one of discords... its whole tends to 
the production of hostility among classes and nations. . . . His 
book is the true manual of the demagogue, who seeks power 
by means of agrarianism, war, and plunder” (H. Carey, The 
Past, the Present, and the Future^ Philadelphia, 1848 , pp. 74-5). 

While therefore on the one hand the scientiric importance 
and the great historical value of Ricardo’s method of investiga¬ 
tion is undoubted, yet on the other hand the scientific inadc- 
cjuacy of th(! way he sets about it is apparent, as will be shown 
in detail in what follows. 

Hence arises also the extremely peculiar and inevitably 
faulty stiTicture of his work. The whole work eonsists (in the 
tliii d edition) of 32 chapters. Of tlicse, eleven eliaptcrs deal 
with taxes, involving thcrefon* only the application of the 
tlieor(‘tical principles. Chapter XX, “Value and Riches, their 
Distineiive Properties”, is nothing but an investigation of the 
diffcrenci' b(*tw(^(‘n use \ alnc and exchange value, being tlius 
supplemental to Chapter I, “On Value”. C^liaptcr XXIV, 
“Doctrine of Adam Smilli concerning the Rent of Land”, 
and similarly (Chapter XXVIII, “On the Comparative 
Value of Gold, Corn, and Labour, in Rich and Poor Countries”, 
and Chapter XXXII, “Mr. Malthus’s Opinions on Rent” are 
mere supplements to and in part a vindication of Ricardo’s 
theory of Rent, thus forming simply an appendix to Chapters 
II and III, which deal with Rent. Chapter XXX, “Of the 
Influence of Demand and Supply on Prices”, is a mere 
appendix to Chapter IV, “On Natural and Market Price”. 
Chapter XIX, “On Sudden Changes in the Channels of 
I’rade”, forms a second appendix to this chapter. Cihapler 
XXXI, “On Machiri(!ry”, is a mere appendix to Chapters V 
and vi, “On Wages” and “On Profits”. Chapter VII, “On 
Foreign Irade”, and Chapter XXV, “On Colonial Trade”, 
are, like llic chapters on taxes, merely the application of 
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principles already laid down. Chapters XXVI, ‘‘On (iross 
and Net Revenue", and XXI, “Effects of Accumulation on 
Profits and Interest", arc an appendix to the cliapters on 
Rent, Profits, and Wag(\s. Finally, Chajiter XXVII, “On 
Currency and Banks", stands (juitt* by itself in tlie VH)ok, and 
is merely a further exposition, and in part a inodificalion, of 
the vicAVS on money put forward in his earlier writings. 

Ricardo’s theory is thus contained exclusively in the first 
six chapters of liis work. When I speak of its faulty architecto¬ 
nics, the reference is to this ])art of it. Tlie rest of it consists 
of applications, elucidations and addenda (ayjarl from the 
section on money) which in the nature of things arc jumbled 
together and lay no claim to a structure. The faulty structure 
in the theoretical section, the first six chapters, is however not 
accidental, but flows from Ricardo’s very method of investiga¬ 
tion and the definite task which he set for his (Tiquiry. It 
(expresses the scientific shortcomings of this method of investiga¬ 
tion itself. 

Chapter I deals willi value. It is subdivided into seven 
sections. In the first section the actual question examined is: 
do wages contradict the determination of tht' values of 
commodities by the labour time contained in them? In the 
t hird section it is sho\vn that the entry of what I call constant 
capital into the value of the commodity docs not contradict 
the determination of value, and that the value of commodities 
is just as little affected by the rise and fall of wages. The 
fourth section investigates to what extent the use of machinery 
and other fixed and durable capital, in so far as it enti^rs into 
the total capital in varying ])roportioris in the different spheres 
of production, alters the determination of exchange value by 
labour time. The fifth section investigates how fir a rise or 
fall in wages modifies the determination ol value* by labour 
time, if capitals of unequal durabilty and with varying 
periods of turnover are employed in different spheres of 
})roduc.tion. 

Thus it can be seen that in this first chapter not only 
commodities are postulated- and nothing else has to be 
postulated in consicl(*ring ^'aluc as such—but also wages, 
capital, profit, and even the general rate of profit itself (as 
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wc shall sec); that is, the various forms of capital as they arise 
from the process of circulation; as also the distinction between 
“natural'’ and “market ]Mice”, which latter moreover ])lays a 
decisive role in the following two chapters “On Rent” and 
“On the Rent of Mines”. 

Tliis second chapter, "'On Rent”- Chaj)ter III, “On the 
Rent of Mines”, is a mere suj)plemcnt to it—fully in accordance 
with the flow of Ricardo's method of invesligatioii, opens once 
more with the question: Does landed pro])t'rty, and rent, 
contradict the determination of the value of l ominodities hy 
labour time?— 

“It remains however to be considered wdiether the 
appropriation of land, and the consequent creation of rent, 
will occasion any variation in the relative value of commodi¬ 
ties, independently of the quantity of labour necessary to 
production” (p. 33). 

Now in order to carry through this investigation, he not only 
introduces en passant the relation between ‘"market price” and 
“real price” (wlii< h is tlie monetary expn'ssion of value), V>ut 
also postulates the whole of capitalist prochictiou and his 
whole conception of the relation between w^ages and prolit. 
Chapter W, “On Natural and Market Price”, Chapter V, 
“On Wages”, and Chapter VI, “On Profits", are thendbre 
not only taken for granted but fully developed in the two first 
chapters, “On Value” and “On Rent”, and in the third 
cha])ter as an addendum to the second. 

"J’he second three c hapters, in so far as they add new' 
theoretical ])oints, here and there fill in gaps or provide more 
j)re(ise definitions w^hich for the most part should by rights 
have found their place in the first and second. 

The whole of Ricardo’s work is thus contained in its first 
tw'o chapters. In these chapters the de\'elopcd processes of 
bourgeois production, and therefore also the developed 
categories of jiolitical economy, are confronted with their 
basic principle—the determination of \'alue—and called upon 
to answer how far they directly corn'spond to this principle, 
or what is the true state of affairs regarding the apparent 
discrepancies w^hich they produce in the value reflations of 
commodities. They contain his whole critique of previous 
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political economy, making a categorical break with the contra¬ 
diction between the esoteric and the exoteric mode of approach 
which runs tVirough Adam Smith’s writings, and through this 
critique achieves some altogether new and suri)rising results. 
Hence the higli theoretical pleasure derived Iforn these two 
lirst chayrters, since they give with concise brevity a critique 
ol' the old diffuse and meandering jjolitical economy, and 
|)r(;sent the whole bourgeois system of economy as subject 
to one fundamental law, extracting the quintcsscaice of the 
scallered and manifold phenomena, but the theoretical satis¬ 
faction given by these two first chai)tcrs because of their 
originality, unity of basic concejttion, simplicity, concentration, 
depth, novelty and comprehensive conciseness, is of necessity 
lost as the. book proceeds. Even in later chapters certain 
j)assagcs fascinate us by the peculiar originality of the exposi¬ 
tion. Ihit as a whole it is boring and diflicult to concentrate 
on. .'\s it jMxiceeds, there is no longer further development. 
When it is not the monotonous formal application of the same 
].tiinciples to dilVereirt, extraneously introduced material, or 
j)ole.mical justification of the.se princijtles, there is only repeti¬ 
tion or amy)liIication, with at most in the final sections an 
occasional striking chain of reasoning. 

In the critique of Ricardo we must therefore make a 
distinction which he himself did not make. There is first his 
theory of surplus value, which is certainly in his work, although 
h(! did not fix on surplus value as distinct from its particular 
form—profit, rent and interest; and secondly. Ins theory of 
l)rofit. We shall begin with the latter. 



2 . RICARDO’S THEORY OF PROFIT 


(a) Ricardo's Conception of Value 

First a few furthoi’ obstTvations on how Ricardo jumbles 
together different determinations of value;. This is the ground 
for Bailex's ]iol(;mic against him. It is therefore also important 
for us. 

First he calls value exchange value (“value; in exchange”), 
and cleTines it, following Adam Smith, as “the power of 
purchasing othei’ goods” (p. 5). J’his is exchange; value as in 
the first instance it appears. Then howT;ver he goes on to the 
real determination of value: 

“It is the comparative quantity of commodities w'hich 
labour will produce that determines the;ir present or past 
relative value” (p. 9). 

“Relative value” here means nenhing other than exchange 
value determined by labour time. But relative value can also 
have another meaning; if for exanijile 1 express the exchange 
value of one commodity in the use value of another—say the 
exchange va lue f)f sugar in the use value of coffee. 

“Two commodities vary' in relative value, and W'c wish 
to know in which the variation has really taken place” (j). 9). 

What variation? Later on Ricardo calls this “relative value” 
also “comparative value” (Chapter XXVIllj. We wish to 
know in which commodity “the variation” has taken place, 
that is, the variation of value, called “relative value” above. 
For examph;, if one pound of sugar is equal to two pounds of 
coffee, anti is later equal to four ])ounds of coffee. The “varia¬ 
tion” which we wisli to know about is whether the “necessary 
labour time” for the sugar has changed, or lliat for the coffee; 
whether the sugar costs twice as much labour time as before, 
or the coffee half as much labour time as before; and which 
of these “variations” in the labour time necessary for the 
production of the commodities named has brought about the 
variation in their exchange relations. This “relative” or 
“comparative value” of sugar and coffee the ratio in which 
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Llicy cxclian.L»c—is therefore difTcrent from the relative value 
in the first sense. In its first meaning, the relative value of the 
sugar is dcAenninexl by the quantity of sugar which can be 
produced in a tlefinite labour time. In th(‘ si*cond case, the 
relativ(‘ valiu' ol* sugar and coHee only expressers the ratio in 
which they arc exchanged for each other, and the change in 
lliis ratio may be brought about by a change in the ''relative 
value” in the first sense either in the coffee or in the sugar. 
The proportion in which they exchange for each other may 
remain the same, even though tluar “relative values” in the 
first siaise have changed. One ]K)uncl of sugar may still, as 
before, equal two pounds o(‘ collee, even though tlie labour 
time necessary for the production of the sugar and of the 
coffee lias risen to double or has ialliui to lialf. Variations in 
their “cornixirative value”—that is, when the exchange value 
of sugar is expressed in coflec and vice versa will only appear 
when th(‘ir reUiti\ e values in the first sense, that is, their values 
determined by tlu' quantity of'labour, have altered dispropor¬ 
tionately and a change in their relation to each other has thus 
taken plac<‘. AIjsolute variations-il' they do not alter the 
original proporlion, that is, if they are of equal magnitude and 
in the same direction will not cause any change in the 
comparative values; nor will they change the relation between 
the money prices of these commodities, since if the value of 
money should alter it changes simultaneously'^ i'or both. 
(>lonsequently, whether I express the value of two commodities 
in their own mutual use values, or in their money price— 
presenting both values in the use value of a third commodity— 
those relative or coinparative values or prices arc the same, and 
their variations must be distinguished from variations in their 
relative value in the first sense; that is, in so far as the variations 
express only a change in the labour time necessary for their 
own production and therefore embodied in them themselves. I'hc 
latter relative value therefore appears as ^^absoluie value^^ compared 
with relative values in the second sense, that is, in the sense of 
Iiresenting the exchange value of one commodity in terms of 
the use value of the other or in money. Hence it comes that 
the expression ^"absolute value'' is also to be found in Ricardo, 
in place of “relative value” in the first sense, 
o 
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“The inquiry^ to which I wish to draw the reader’s attention 
relates to the efi'ect of' the variations in the relative value of 
commodities, and not in their absolute value” (p. 12). 

In other passages Ricardo calls this “absolute” value also 
“real value”, or simply value (for example, p. 13). 

See Bailey's polemic against Ricardo in A Critical Dissertation 
on the Nature^ Measures and Causes of Value; chiejh in reference to 
the writings of Mr, Ricardo and his followers. By the Author of 
Essays on the Formation and Publication of opinions. London, 1825. 
(S('c also his A Letter to a Polit. Economist; occasioned by an article 
in the Westminster Review, etc. London, 1826.) 

Bailey’s whole polemic in ])art revolves around these different 
concepts in the dofiiiitioii of value, w'hich are not developed 
by Ricardo but only presented in a factual w^ay and confused 
with each other (Bailey only finds “contradictions” between 
them); and in part is directed against “absolute value” or 
“real value” as distinct from comparative value or relative 
value in the second sense. “Instead” says Bailey in the first 
work mentioned “of regarding value as a relation betw'ccn tw-o 
objects, they (Ricardo and his followTrs) seem to consider it 
as a positi\’e result produced by a definite quantity of labour” 
(p. 30). They regard “value as sometliing intrinsic and 
absolute” (p. 8). The latter reproach is the result of Ricardo’s 
inadeejuate exposition, inasmuch as he does not examine value 
from the standpoint of the definite form assumed by labour 
as the substance of valuer, but is only concerned wulh magnitudes 
of value—the quantities of this abstract, general, and in this 
form social, labour, which result in differences in the magnitudes 
of value of commodities. But for this, Bailey would have seen 
that the relative nature of the concept of value is by no means 
negated by the fact that all commodities, in so far as they are 
exchange values, are only relative''' expressions of social labour 
time; and their relativity by no means consists only in the 
ratio in which they exchange for each other, but in the ratio 
of all of them to this social labour which is their substance. 

As we shall see later, Ricardo is far more open to the opposite 
reproach: that he very often loses sight of this “real” or 
“absolute value” and keeps in mind only “relative” or com¬ 
parative value. 
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(6) Ricardo's Conception of Profit, Rate of Profit, Prices of 
Production, etc. 

In Section 111 of Chapter I Ricardo exj)lains that when it 
is said lliat the value of commodities is determined by labour 
time, the latter includes both the labour directly expended on 
the commodity in the linal labour process, and the labour 
time contained in thir raw materials and instruments of labour 
required for the production of the commodity. 'I’hat is to say, 
not only the labour time contained in the newly added labour 
that has been bought and jiaid for in the wages, but also the 
labour time contained in that portion of the commodity which 
1 call constant capital. 

I'he inadequacy of tliis third section of Chapter 1 is already 
obvious in the summary heading, whic h runs: 

“Not only the labour applied immediately to commodities 
affect their value, but the labour also which is bestowed 
on the implements, tools, and buildings, with which such 
labour is assisted.” 

Here the raw materials arc omitted, and yet the labour 
bestowed on the raw materials is just as different from “the 
labour applied immediately to a commodity” as the labour 
apfdied to tlie means of labour—“the implements, tools, and 
buildings”. But Ricardo already has in mind his next section. 
In this section he assumes that the instruments of labour 
used enter into the production of the various commodities as 
equal constituent parts of their value. In the next section he 
examines the difl'erences wdiich arise through the incorporation 
in the commodities of fixed capital in different proportions. 
Hence Ricardo never arrives at the concept of constant capital, 
of which one part consists of fixed capital and the other part— 
raw materials and auxiliary materials—of circulating capital', 
just as circulating capital includes not only the variable capital 
but also raw materials, etc., and all the necessaries of life 
w'hich enter into [industrial] consumption as a whole (not 
only those consumed by the workers). 

The proportion in which constant capital enters into a 
commodity affects neither the value of the commodities nor the 
relative quantities of labour coiitciincd in the commodities, but 
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it docs directly affect the diircrcnt quantities of surplus value or 
surplus labour contained in commodities wliich embody equal 
labour time. This diirerinit proportion consequently gives rise 
to average prices which are dillereiit from llic value's. 

In regard to the fourth and fifth sections of Chapter I, it 
must in the first place be noted that instead of the highly 
complex difference in the proportion in wliieh constant and 
variable capital form constituent elements in the same amount 
of capital engaged in different sphert's of production (which 
directly affects the j^roduction of sui‘})lus xaluc:), Ricardo 
concerns himself ex('liisi\'ely with the differences in th(‘ form of 
the capital and with the different proportions in which the same 
capital assumes these vaiious forms. These differences in form 
with which Ricardo deals arise from the process of circulation 
of capital—such as fixed and circulating capital, capital that 
is fixed to a greater or less degree (that is, fixed capital of 
different degrees of durability), and capital w^ith different 
rates of circulation or turnover. The w^ay in which Ricardo 
carries out this investigation is as follows. He assumes a general 
rate of profit^ or an average profit of equal magnitude for dillen'iit 
investments of capital of equal size, or for different splicTcs of 
production in which cajntals of etjual size art' cniplox ed—or, 
w^hat is the same thing, a profit jiroportionate to tlur amounts 
of capital enijdoyed in the various s|)li(!res of production. 
Instead of assuming this general rate of profit in advance, 
Ricardo should rather have investigatc^d lunv far its existence 
is in any way consistent with the determination of value by 
labour time; and he would then have found that instead of 
being consistent with it, prima facie it contradicts it, and its 
existence has therefore to be explained through a number of 
intermediary stages—an explanation w^hich is something very 
different from merely including it under the law' of value. 
He would then have attained quite a difierent insight into the 
nature of profit, and would not have identified it directly with 
surplus value. 

Having once made this assumption, Ricardo then asks 
himself: how will rises and falls in wages affect “relative 
values”, if fixed and circulating capital arc employed in 
different proportions? Or rather, he imagines that he is 
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treating the question in this way. In fact, he deals with it in 
quite a diffen^iit way. This is how he handles it: he poses the 
cjiicstion, what will be the eflcct of rises or falls in wages in 
the case of capitals with varying periods of turnover and in 
which the different kinds of capital are contained in dificrent 
proportions? And in this case he naturally finds that a rise 
or fall in wag(*s has a very different effect on capitals according 
to whether they contain much or little fixed capital, according 
to whether a larger or smaller proportion of each capital 
consists of variable capital, that is, of capital which is expended 
directly in wages. In order therefore for profits in the various 
spheres of production to be equalised out again; in other words, 
in order to restore once more the general rate of profit, the 
prices of commodities™ as distinct from their values—must be 
regulated in a dilfereiit way. Hence, he further concludes, 
these differences alfec:t the “relative values” when wages rise 
or fall. He should ha\c said, on the contrary: that although 
these difl'crences do not affect the value as such, they bring 
about, through their different effects on profits in the various 
spheres, average' prices that difl’cr from the values themselves— 
or, as wc shall say heneeforward, prices of production,'^ which are 
not directly deteriniiK'd by the values of the commodities, but 
by the capital advanced for their production plus the average 
profit. He should therefore have said: These average prices of 
producti(ni are dilRncnt from the values of the commodities. 
Instead of this, he concludes that they are identical, and, on 
the basis of this erroneous premise, he proceeds to consider 
Rent. Ricardo is also making a mistake when he thinks that 
it is only in these cases which he examines that he comes up 
against variations in relative values which do not depend on 


^ In a later passage of the MS. Marx adds in a footnote, which can be brought 
in liere: “'I’hese prices of production must be distinguished from market prices^ 
they are thir avtTage market price.s of coinTnr>ditic*s in the various spheres of 
production, 't he market price itself already implies an average, in so far as the 
pritx's of c;()mnindiiie.s in the same sphere are determined by the prices of the 
commodities which arc prr)diiccd under the mean, average conditions of production 
in this sphere. Clertainly not under the worst conditions, as Ricardo iussumes 
when dealing with rent; for the average demand depends on a certain price, 
even in the case of corn. A certain quantum of the supply is therefore not .sold 
above this prictc; for tlicn the demand would fall. Those producing under conditions 
that are below the average must therefore often sell their commodities not only 
below their value, but below their price of production,'* — K, 
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the labour time contained in them— in fact^ that is, the differ¬ 
ence between prices of production and the values of commodi¬ 
ties. He has already taken tliis difference for granted in 
postulating a general rale of profit, and hence in assuming 
that in spite of the different proportions of the organic con¬ 
stituents of a capital, it yields a profit proportionate to its 
size; although the surplus value yielded by capitals is absolutely 
determined by the quantity of unpaid labour time which they 
appropriate, and which, at a given rate of wages, depends 
entirely on the size of that part of the capital expended in 
w'agcs, not on the absolute size of the capital. What in fact 
he examines is this: assuming prices of production different 
from the values of the commodities (and acceptance of a 
general rate of profit implies this difference), how are these 
prices of production—now called “relative values” for the 
sake of variety—themselves in turn reciprocally modified, 
proportionately modified, by rises and falls in wages, when the 
different prc)i)ortions in the organic constituent parts of the 
capitals are also taken into account? Had he gone more deeply 
into the question, Ricardo would have found that because of 
the different organic composition of capitals—which first 
manifests itself in th(! immediate process of production as the 
difference between variable and constant capital, and is later 
further developed by difl'ercnces arising from the process of 
circulation -the very existence of a general rate of profit 
involves prices of production that are different from values, 
rhis is so even if it is assumed that wages remain constant, 
and therefore the difference is quite independent of a rise or 
fall in wages, and prices of production are a new determinate 
form. He would also have seen how incomparably more 
important and decisive the understanding of this difference is 
for his whole theory than an examination of variations in the 
production prices of commodities caused by rises or falls in 
wages. The conclusion which satisfies him—and this satisfac¬ 
tion is typical of his w’hole method of investigation—is this: 
Once variations in the prices of production—or as he puts it, 
in “relative values”—are admitted and examined, to the 
extent that they are due to variations, rises or falls, in wages, 
when the organic composition of the capital invested in various 
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spheres is different, then the law holds good and is not contra¬ 
dicted—namely, the law that the “relative values” of commodi¬ 
ties are determined by labour time; for all other changes 
that are more than transitory in the production prices of 
commodities remain explicable only by changets in the labour 
time necessary for their respective production. On the other 
hand, it must be recognised that Ricardo deserves great credit 
for associating the diflbrence between fixed and circulating 
capital with the different periods of turnover of capital, and 
deriving all these differences from the varying periods of 
circulation, that is, in fact, from the periods within which 
capital circulates or reproduces itself. 

We will now consider these differences themselves, as 
Ricardo first sets them out in the fourth section of Chapter I; 
and then examine the way in which he secs them working or 
bringing about variations in “relative values”. 

(1) “. . . in every state of society, the tools, implements, 
buildings and machinery employed in different trades may 
be of various degrees of durability, and may require different 
portions of labour to produce them” (p. i8). 

As for “different portions of labour required to produce 
them”, this may mean—and in this passage it seems to be 
the only point Ricardo had in mind—that the less durable 
require more labour—more frequently repeated, directly 
applied labour, partly for their maintenance and partly for 
their reproduction. Or also it may mean that machinery, etc.j^ 
of the same durability may be more or less costly, the product 
of more or less labour. This latter aspect, important as it is 
for the proportion between variable and constant capital, is 
not relevant to Ricardo’s enquiiy’, and is therefore nowhere 
taken up by him as a separate case. 

(2) “The proportions, too, in which the capital that is to 
support labour [the variable capital], and the capital that 
is invested in tools, machinery, and buildings, may be 
variously combined” (p. i8). 

Thus we have a “difference in the degree of durability of 
fixed capital”, and a “variety in the proportions in which 
the two sorts of capital may be combined” (p. i8). It can at 
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once be seen why it is that Ricardo is not interested in that 
part of constant capital which exists as raw materials. Raw 
materials are themselves ]>arl of the circulating capital. If 
WTiges rise, this does not cause an increased outlay for that 
part of the capital which consists of machinery and docs not 
require replacement but remains available; though it probably 
docs cause an increased outlay in the part which consists of 
raw materials, since this part has to be constantly restored and 
must therefore be constantly reproduced. 

“The food and clothing consumed by the labourer, the 
buildings in which he works, the implements with which his 
labour is assisted, are all of a perishable nature. There is, 
however, a vast difference in the time for which these 
different capitals will endure. . . . According as capital is 
rapidly perishable, and requires to be frequently reproduced, 
or is of slow consumption, it is classed under the heads ol 
circulating or of fixed capitaf’ (pp. 18-19). 

Here therefore the difference between fixed and circulating 
capital is reduced to the difference in the time of reproduction, 
which is the same as the time of circulation. 

(3) “It is also to be obser\-cd that the circulating capital 
may circulate, or be returned to its employer, in very 
unequal times. The wheat bought by a farmer to sow is 
comparatively a fixed capital to the w^heat purchased by a 
baker to make into loaves. One leaves it in the ground and 
can obtain no return for a year; the other can get it ground 
into flour, sell it as bread to his customers, and have his 
capital free to renew the same or commence any other 
employment in a week” (p. 19). 

To what is this difference, in the time taken by various 
circulating capitals, due? To the fact that in one case the same 
capital remains for a longer time within the sphere of actual 
production, without a simultaneous extension of the labour 
process—as for example, wine that lies in the cellar to attain 
maturity, or certain chemical processes in tanning, dyeing, etc. 

“Two trades then may employ the same amount of 
capital; but it may be very differently divided with respect 
to the portion which is fixed and that which is circulating” 

(p-19)- 
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(4) “Again, two manufacturers may employ ihe same 
amount of fixed and the same amount of circulating capital; 
but the durability of their fixed capitals^ may be very 
unequal. One may have steam-engines of the value of 
^10,000, the other, ships of the same value” (p. 19). 

“On account then of the different degrees of durability 
of their capitals, or, which is the same thing, on account of 
the time which must elapse before one set of commodities 
can be brought to market . . (p. 20). 

(5) “It is hardly necessary to say that commodities which 
have the same quantity of labour bestowed on their produc¬ 
tion will differ in exchangeable value if they cannot be 
brought to market in the same time” (p. 23). 

Hence we have: (i) A difference in the proi)ortion of fixed 
and circulating capital. (2) A dilVcrence in the period of 
turnover of the circulating capital resulting from a break in 
the labour process while the productive proc(!ss continues. 
(3) A difference in tlic durability of the fixed capital. (4) A 
difference in the relative time during which a commodity 
remains within the labour process as a whole—without any 
break in the labour period, without any difference between 
the production period and the labour period—before it can 
enter the actual process of circulation. Ricardo describes this 
lalter case in the following terms: 

“Suppose I employ twenty men at an expense of £iyOOO 
for a year in the production of a commodity, and at the end 
of the year 1 employ twenty men again for another year, 
at a further expense of 1,000 in finishing or perfecting the 
same commodity, and that I bring it to market at the end 
of two years, if profits be 10 per cent., my commodity must 
sell for 3(^2,310; for I have employed /^i,ooo capital for one 
year, and ^'2,100 capital for one year more. Another man 
employs precisely the same quantity of labour, but he 
employs it all in the first year; he employs forty men at an 
expense of £2,000, and at the end of the first year he sells 
it with 10 per cent, profit, or for £2,200. Here, then, arc 
two commodities having precisely the same quantity of 
labour bestowed on ihem, one of which sells for £2,310— 
the other for £2,200” (p. 23). 

1 l’h<Tcforc also their period of reproduction. 
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But how then docs this difference—either in the degree of 
durability of the fixed capital, or in the period of turnover of 
the circulating capital, or in the proportion in which the two 
kinds of capital are combined, or lastly in the time needed by 
different commodities on which the same quantity of labour 
lias been bestowcxl to come on to the market—how does each 
of these differences bring about a change in the relative values 
of these commodities? Ricardo says in the first place it is 
because these differences and variations ‘‘introduce another 
cause, besides the greater or less quantity of labour necessary 
to produce commodities, for the variations in their relative 
value—this cause is the rise or fall in the value of labour'' (p. i 8 . 
Marx's italics). 

And how is this proved? 

“A rise in the wages of labour cannot fail to affect unequally 

commodities produced under such different circumstances” 

(p-19)- 

Namely, when capitals of equal size arc employed in different 
branches of industry, and one consists mainly of fixed capital 
and only to a small degree of capital “employed in the support 
of labour”, while in the other the proportions are exactly the 
reverse. To begin with, it is nonsense to speak of the commodi¬ 
ties being affected. He means their values. But how far are 
their values affected by these circumstances? They arc not 
even touched by them. What is affected in both cases is the 
profit. The man who, for example, lays out only a fifth of his 
capital in variable capital—assuming that wages and the 
rate of surplus value remain unaltered—can, if the rate of 
surplus value is 20 per cent., produce only a surplus value of 
4 on every hundred. The other man, on tlic other hand, who 
laid out four-fifths in variable capital, would produce (at the 
same rate of surplus value) a surplus value of 16 on every 
hundred. The average profit for both would be or 10 
per cent. This is actually the case to which Ricardo is 
referring. If therefore they both sold—and this is what Ricardo 
assumes—at prices of production, each would sell his commodi¬ 
ties for no. Suppose now that wages rose, for example by 
20 per cent, of their former amount. Formerly one man cost £1. 
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Now he costs 4^. The first capitalist has still, as before, to 
lay out £80 in constant capital (as Ricardo here leaves raw 
materials out of account, we can do the same), and must, for 
the twenty workers he employs, lay out another £4 in addition 
to the £20, His capital therefore now amounts to £104, And 
out of the £i 10 he is left with only £6 profit, since his workmen 
produce a smaller surplus value instead of a greater. £6 on 
£104 is 513 per cent. On the other hand, the other man, who 
employs 80 workers, would have to pay them £16 more. He 
w^ould therefore have to lay out Consequently, if he 

were to sell for £110, instead of making a profit he would have 
a loss of £6. This however is only the case because the average 
profit has already modified the relation between the wages 
invested by the capitalist and the surplus value which he 
himself produces. 

Instead therefore of investigating the important pheno¬ 
menon—what arc the changes that must take place so that 
the one capitalist, who lays out 5(^80 of his ^(,100 in wages, 
does not make four times the profit made by the other, who 
lays out only £20 of his ^(^*100 in wages—Ricardo investigates 
the subsidiary question of how it comes about that, after this 
great difference has been levelled out—i.c., with a given rate 
of profit—each change in this rate of profit, for example 
resulting from a rise in wages, affects the man who employs 
many workers with his ;^^ioo much more than the man who 
employs few workers with his £100; and that therefore—with 
an equal rate of profit—^the prices or production prices of the 
first man’s commodities would have to rise, and those of the 
second man’s to fall, if the rate of profit is to continue to 
remain equal. 

The first illustration which Ricardo gives has absolutely 
nothing to do with “a rise in the value of labour”, although 
he originally informed us that the whole of the variation in 
relative values must arise from this cause. This illustration is 
as follows: 

“Suppose two men employ one hundred men each for a 
year in the construction of two machines, and another man 
employs the same number of men in cultivating corn, each 
of the machines at the end of the year will be of the same 
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value as the corn, for they will each be produced by the 
same quantity of labour. Suppose one of the owners of one 
of the machines to employ it, with the assistance of one 
hundred men, the following year in making cloth, and the 
owner of the other machine to employ his also, with the 
assistance likewise of one hundred men, in making cotton 
goods, while the farmer continues to employ one hundred 
men as belbre in the cultivation of corn. During the second 
year they will all ha\'e employed the same quantity of 
labour,^ but the goods and machine togt‘thcr of the clothier, 
and also of the cotton manufacturer, will be the result of 
the labour of two hundred men employed for a year; or, 
rather, of the labour of one hundred men for two years, 
whereas the corn will be produced by the labour of one 
hundred men for one year, consequently if the corn be of 
the value of £500, the machine and cloth of the clothier 
together ought to be of the value of ,000, and the machine 
and cotton goods of the cotton manuftteturer ouglit to be 
also of twice the value of the corn. But they will be of more 
than twice the value of the corn, for the profit on the 
clothier’s and cotton manufacturer’s capital for the first 
year has been added to their capitals, while that of the 
farmer has been expended and enjoyed. On account then 
of the different degrees of durability of their capitals, or, 
which is the same thing, on account of the time which must 
elapse before one set of commodities can be brought to 
market, they will be valuable, not exactly in proportion to 
the quantity of labour bestowed on them—they will not be 
as two to one, but something more, to compensate for the 
greater length of time wdiich must elapse before the most 
valuable can be brought to market. 

“Suppose that for the labour of each workman per 
annum were paid, or that ^(^5,000 capital were employed 
and profits were 10 per cent., the value of each of the 
machines as well as of the corn, at the end of the first year, 
would be second year the manufacturers and 

farmers will again employ £5,000 each in the support of 
labour, and will therefore again sell their goods for £5,500; 
but the men using the machines, to be on a par with the 
farmer, must not only obtain £5,500 for the equal capitals 
of £5,000 employed on labour, but they must obtain a 

' Thar is say, tiicy will have exiJendcd ihc same capital in wages, but they 
will by no means have employed the same quantity of labour. 
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further sum of ^^550 for the profit on £5,500, wliich they 
have invested in macliinery, and consequently^ their goods 
must sell for £6,050/'^ Here, then, are capitalists employing 
precisely the same quantity of labour annually on the 
production of their commodities, and yet the goods they 
produce diffiT in value on account of the different quantities 
of fixed capital, or accumulated labour, employed by each 
respectively.The cloth and cotton goods are of the same 
value, because they arc the produce of equal quantities of 
labour and equal quantities of fixed capital; but corn is not 
of the same value*' as these commodities, because it is pro¬ 
duced, as far as regards fixed capital, under different circum¬ 
stances” (Chapter I, Section IV, pp. 20-1). 

This excec^dingly ponderous illustration of an exceedingly 
simple affair is built uj) in such a complicated way in order 
to avoid saying simply : Since capitals of equal size, whatever 
llie relation between their organic constituent parts, or their 
periods of circulation, yield profits of (‘qual size—which would 
be impossible if commodities were sold at their value, etc.— 
there exist ])rices of production which are different from tlie 
values of commodities. And this is in fact involved in the 
concept of a general rate of profit. 

Let us go through this complicated example and reduce it 
to its very little '‘complicated” naturiil dimensions. For this 
purpose we begin at the end, and note at the outset, in order 
that it may be better understood, that Ricardo assumes that 
their raw material costs the farmer and the cotton manufacturer 
nothing; further, that the farmer docs not expend any capital 
on the instruments of labour; and finally, that no part of the 
fixed capital expended by the cotton manufacturer enters into 
his product as wear and tear. All these assumptions arc in fact 
absurd, but in themselves they do not affect the illustration. 

^ Because in fact an annual rate of profit of lo per cent, is assumed as a necessary 

law. 

2 'I'hat is, as a result of tlie average profit—the general rale of profit presupposed 
by Ricardo —prices of production conic into fieing whicli arc different from the values 
of the commodities. 

^ Not for this reason, but because these fellows have the fixed idea that each of 
them ought to get the same spoils out of “the support they give to labour”, in 
other words, that their commodities, whatever their values may be, must be sold 
at production prices which always yield the same rate of profit. 

** This should read: production price. 
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On the basis of all these assumptions, Ricardo’s example, 
starting from the end, is as follows: The farmer expends 
£5,000 in wages; the. cotton manufacturer £5,000 in wages 
and £5,500 in machinciy. The former therefore lays out 
£5,000 and the latter £10,500, that is to say, as much again as 
the former. If therefore they are both to make 10 per cent, 
profit, the farmer must sell his commodities for £5,500 and 
the cotton manufacturer his for £6,050—that is, on the 
assumption that no part of the £5,500 spent on machinery 
forms a constituent part of the value of the product as wear 
and tear. It is absolutely impossible to disregard the fact—as 
Ricardo made clear to himself in this example—that the 
production prices of commodities, in so far as they arc deter¬ 
mined by the value of the capitals contained in the commodi¬ 
ties plus the same annual rate of profit, are dilferent from the 
values of the commodities; and that tliLs difTercrice arises from 
the fact that commodities are sold at such prices that they 
yield the same rate of profit on the capital advanced; in a 
word, that this difference between production prices and 
values is identical with a general rate of profit. Even the 
difference between fix(;d and circulating capital which he 
brings in here is in this example sheer humbug. For if, for 
example, the additional £5,500 which the cotton manufacturer 
employs consisted of raw materials, while the farmer required 
no seed, etc., the result would be exactly the same. Nor does 
the example prove, as Ricardo asserts, that “the goods they 
produce differ in value on account of the different quantities 
of fixed capital, or accumulated labour, employed by each 
respectively”. For according to his assumption the cotton 
manufacturer employs £5,500 fixed capital and the farmer 
nil\ the former employs fixed capital and the latter docs not. 
t herefore they certainly do not employ it “in different quanti¬ 
ties”, any more than it could be said that if one person eats 
meat and another eats no meat, they eat meat “in different 
quantities”. On the other hand it is correct (though it is very 
incorrect to introduce the phrase with an “or”) that they 
employ “accumulated labour”, that is, materialised labour, 
in different quantities, namely, one to the extent of £10,500 
and the other only £5,000. That they employ, however, 
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different quantities of accumulated labour means nothing 
more than that they expend diflerenl quantities of capital in 
their enterprises; that the amount of their profits is propor¬ 
tionate to this difference in size of the capitals employed, 
because the same rate of profit is assumed; and that finally 
this difference in the amount of profit, proportionate to the 
size of* the capitals, is expressed and revealed in the respective 
production prices of the commodities. 

But what clumsiness there is in Ricardo’s illustration! 

‘'Here, then, are capitalists employing precisely the same 
quantity of labour annually on the production of their 
commodities, and yet the goods they produce differ in 
value. . . 

This means that they do not employ the same quantity— 
taking immediate and accumulated labour together--but that 
they employ the same quantity of variable capital, capital 
laid out in wages, the same quantity of living labour. And 
since money exchanges for accumulated labour—i.e., existing 
commodities in the form of machines, etc.—only according to 
the law of commodities; since surplus value only arises from 
the appropriation without payment of part of the living labour 
employed—it is clear (since it is assumed that no part of the 
machinery enters into the commodity as wear and tear) that 
both could only make the same profit if profit and surplus 
value w^crc identical. The cotton manufacturer, like the farmer, 
would have to sell his commodity for ^£^5,500, even though he 
advances more than twice as much capital. And even if the 
whole of the machinery passed into the commodity, he could 
still only sell his commodity for 11,000; that is to say, he 
would not make 5 per cent, profit, w'hile the farmer makes 10. 
With these unequal profits, however, the farmer and the 
manufacturer would have sold the commodities at their 
values, on the assumption that the 10 per cent, which the 
farmer makes represents actual unpaid labour embodied in 
the commodity. If therefore they sell their goods with an 
equal profit, this must be due to one of two things: either the 
manufacturer arbitrarily claps 5 per cent, on to his commodi¬ 
ties, and then the commodities of the manufacturer and the 
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farmer taken together are sold above their value; or the actual 
surplus value which the farmer makes is about 15 per cent.; 
and each of them adds the average, 10 per cent., on to their 
commodities. In this case, although the price of production 
of the respective commodity is either above oi* below its 
value, the aggregate of the two commodities is sold at its 
value, and the equalisation of the profits is itself determined 
by the total surplus value contained in them. Here, in this 
proposition put Ibrward by Ricardo, w'^lien correctly modified, 
lies the truth: that tlic proportion between variable and 
constant capital, when the capitals advanced are of the same 
size, must result in commodities of unequal value which 
thcrelbre yield a dilfcrenl piofit; and that the levelling out of 
tliesc profits must therefore bring about production prices 
which are diftereiit from the values of the commodities. 

“Here, then, are capitalists employing precisely the same 
quantity of labour^ annually on the production of their 
commodities, and yet the goods they produce differ in 
value® on account of the different quantities of fixed capital, 
or accumulated labour, employed by each respectively.” 

But Ricardo did not make explicit wliat he liints at in this 
passage. It only makes cxident the meanderings and the patent 
falsity of the illustration, which up to this point had nothing 
to do with the different quantities of fixed capital employed. 

Let us now go further back in the analysis. In the first year 
the manufacturer constructs a machine, with 100 men. Mean¬ 
while the farmer produces corn, also with 100 men. In the 
second year the manufacturer takes the machine and with it 
makes cotton, for which he again employs 100 men. The 
farmer on the other hand employs his loo men again on the 
cultivation of corn. Suppose, says Ricardo, that the value of 
the corn is ^"5,000 annually. Let us assume that the unpaid 
labour therein amounts to 25 per cent, [of the paid labour]. 
Then the value of the machine also at the end of the first year 
would be ;(,5,ooo, of w'hich ^'4,000 represents paid labour and 
£1,000 the value of the unpaid labour. We will assume that 
at the end of the second year the whole machine is used up and 

' Irniricdiatc, living labenir. 

** ’I’liat is, have production prices whicli dillcr from their value. 
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has entered into the value of the cotton. In fact Ricardo does 
assume this, as at the end of the second year he makes not only 
the value of the cotton but the value of the cotton and of the 
machine combined equal to the value; of the corn. 

Good. I'he value oi' the cotton at the end of the second 
year must then be equal to 10,000, namely £r^,o()o tlic value 
of the machine and £^),ooo the value of the newly added 
labour. The value of the corn on the other hand is £5,000, 
namely £4,000 the value of the wages and £1,000 unpaid 
labour. So far there is nothing in this case which contradicts 
the law of value, 'fhe cotton manufacturer makes 25 per cent, 
profit, just as the corn grower does. But the former commodity 
is equal to £10,000 and the latter to £5,000, because in the 
commodity of the first the labour of 200 men is embodied, and 
in that of the second only the labour of 100 men each year. 
Moreover, the £i,ooo profit (surplus value) which the cotton 
manufacturer has made on his machine in the first year, by 
absorbing into it a fifth of the labour time of the workmen 
constructing it without paying them for it, is ix.alised by him 
only in the second year, since it is only then that he realises, 
in the value of the cotton, at the same time the value of the 
machine. But now comes the point, riie cotton manufiicturer 
sells for more than £10,000, that is, for a value higher than is 
contained in his commodity, while the farmer sells his corn 
for £5,000, that is, according to our assumption, at its value. 
If therefore there were only these two people to exchange with 
each other—the manufacturer buying corn from the farmer, 
and the farmer cotton from the manufacturer—the result 
would be the same as if tlic farmer sold his commodity for less 
than its value, and so made less than 25 per cent., and the 
manufacturer sold the cotton above its value. I^ct us drop the 
two capitalists, the clothier and the cotton manufacturer, 
whom Ricardo brings in here cjuite superfluously, and let us 
modify his example in such a way that it refers only to the 
cotton manufacturer. For the purpose of the illustration, in 
so far as it concerns us here, there is no point in the double 
calculation. We have therefore: 

“But they [the cotton goods] will be of more than twice 
the value of the corn, for the profit on the . . . cotton 
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manufacturer’s capital for the first year has been added to his 
capital, while that of the farmer has been expended and 
enjoyedJ On account then of the different degrees of 
durability of their capitals, or, which is the same thing, on 
account of the time which must elapse before one set of 
commodities can be brought to market, they will be valuable, 
not exactly in proportion to the quantity of labour bestowed 
on them—they will not be as two to one, but something 
more, to compensate for the greater length of time which 
must elapse before the more valuable can be brought to 
market.” 

If the manufacturer sold the commodity at its value, he 
would sell it for 10,000—twice the price of the corn, because 
there is twice as much labour in it, 000 accumulated labour 
in the machine, £1,000 of which he has not paid for, and 
£5,000 in the labour on the cotton, £1,000 of wdiich again he 
has not paid for. He, however, reckons as follows; I'he first 
year I laid out £4,000, and with it, by exploiting the wwkers, 
created a machine w'ortli £5,000. I therefore made a profit of 
25 per cent. The second year I lay out £9,000—namely, 
£5,000 in the said machine and again £4,000 in labour, 
['fhe surplus value comes to £1,000; the total value of the 
product is therefore £10,000.] If I am now again to make 
25 per cent, profit, then I must sell the cotton for £11,250, 
that is, £1,250 more than its value—for this £1,250 does not 
represent labour contained in the cotton, neither labour 
accumulated in the first year nor labour added in the second. 
The aggregate amount of labour contained in it amounts to 
only £10,000. 

On the other hand, let us assume that the two of them, the 
farmer and the cotton manufacturer, exchange with each 
other, or that half the capitalists find themselves in the position 
of the cotton manufacturer and the other half in the position 
of the farmer. From whom now are the first half to get paid 
their £1,250? From what fund? Obviously, only from the 
second half. But in this case it is clear that this second half 
does not make a profit of 25 per cent. The first half would 

^ This last bourgeois extenuating phrase is here quite Trieaningless from a 
theoretical standpoint. Moral considerations have nothing to do with the matter. 
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therefore cheat the second, using the pretext of a general rate 
of profit, while in reality the rate of profit for the manufacturer 
would be 25 per cent., and for the farmer less than 25 per 
cent. What lakes place tlierefore must be something diflerent 
from this. 

In order to make tlu* illustration more correct and clear, let 
us assume that the farmer uses 3(^8,000 in the second year. 
With a 25 per cent, profit he has therefore made £1^000 on 
£4,000 in the first year, and £2,000 on £8,000 in the second, 
or £3,000 altogether. As against this, the manufacturer made 
£1,000 in the first year, or 25 per cent, on £4,000, but in the 
second year only £1,000 on £9,000, since no surplus value 
comes from the £5,000 laid out in machinery, but only from 
the £4,000 laid out in wages, and the profit is therefore only 
iij per cent. In the two years together, his profit is £2,000 
on an outlay of* £13,000, or 1553 per cent. [The average profit 
would therefore' be 20 per cent. In order to obtain this, 
the manulheturer would have to add on 5 per cent., and the 
fiirmer to subtract the same amount.] This would result in 
a price of less than £5,000 for the farmer's commodity, and 
more than £10,000 for the manufiicturer’s. 

If the manufacturer, instead of making cloth, had built a 
house—that is, if he had been a builder—then at the end of 
the first year there would be £5,000 in the unfinished house, 
and he would have had to spend £4,000 more in labour in 
order to complete it. The farmer, however, whose capital 
turned over within the year, can, out of his £1,000 profit, 
again capitalise a part—^say, for example, £500—and lay it 
out again in labour, which the manufacturer in the case we 
have assumed cannot do. If the rate of profit is to be the same 
in both cases, then the commodity of the one must be sold 
above, and that of the other below, its value. Since competition 
strives to level out values into prices of production, this is 
what happens. 

But it is incorrect to say, as Ricardo does, that in such a 
case a change in the relative values is brought about ‘'on 
account of the different degrees of durability of their capitals’* 
or “on account of the time which must elapse before one set 
of commodities can be brought to market”. It is due rather to 
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the aec(!plaricc of a general rate of profit, which in spite of 
tlic dilferent values gives rise to prices of production which 
are equal and different from these values determined only by 
labour time, 

Ricardo’s illustration falls into tw'o examples. In the latter 
the question of the durability of the capital or its character as 
fixed ca{)ital docs not arise. It deals only with capitals w'hich 
differ in size, but of w-hich the same amount is laid out in 
w^ages, the same amount is expended as variable capital, and 
on wdiich the profits have to be the same, although the surplus 
values and the values must be different. 

In the first example also the durability has no bearing. 
It deals with a longer labour process—a longer period during 
which the commodity remains in the sjjhere of produciioii 
before it can enter into circulation, before it is a finished 
commodity. 

Here also, in Ricardo’s example, in the second year the 
manufacturer employs a larger capital than the farmer does, 
although in both years he employs the same variable capital, 
'fhe farmer, however, because of the shorter period his com¬ 
modity remains in the labour process, its earlier transformation 
into money, could employ in the second year a larger variable 
capital. Moreover that part of the profit which is consumed 
as revenue can be consumed by Uic farmer at the end of the 
first year, but by the manufacturer not until the end of the 
second. He must therefore expend, advance to himsi'lf, a 
further amount of capital for his keep. Incidentally, it here 
depends entirely on how far the capitals wdiich (:omy}lete their 
turnover in a year again capitalise their profits--and therefore 
on the actual size of the profits produced—whether a compen¬ 
sation can take place in the second instance and the profits 
be equalised out. Where there is nothing, there is nothing to 
be equalised. Here the capitals again jiroduce values, therefore 
surplus values, therefore profits, not in proportion to their 
size. If tliey are to produce profits proportionate to their size, 
there must be prices of production different from the values. 

Ricardo gives a third illustration, which however is exactly 
the same as the first example in the first illustration and 
contains nothing new: 
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“Suppose I employ twenty men at an expense of 
for a year in the production of a commodity, and at the end 
of the year I employ twenty men again for another year, 
at a further expense of ;(^i,ooo in finishing or perfecting the 
same commodity, and that I bring it to market at the end 
of two years, if profits be lo per cent., my commodity must 
sell for £2,310; for I have employed £1,000 capital for one 
year, and £2,100 capital for one year more. Another man 
employs precisely the same quantity of labour, but he 
employs it all in the first year; he employs forty men at an 
expense of £2,000, and at the end of the first year he sells 
it with 10 per cent, profit, or for £2,200. Here, then, are 
two commodities having precisely the same quantity of 
labour bestowed on tliein, one of which sells for £2,310— 
the other for £2,200. 'J'liis case appears to differ from the 
last, but is, in fact, the same” (p. 23). 

It is the same not only “in fact” but also “in appearance”, 
except that in the first case the commodity is called a “machine” 
while here it is called a “commodity” outright. In the first 
example the manufacturer laid out £4,000 in the first year 
and £9,000 in the second; this time £1,000 in the first and 
£2,100 in the second. The farmer laid out £4,000 in the 
first year and £4,000 in the second. This time the second man 
lays out £2,000 in the first year and nothing at all in the 
second, 'fhat is tlic whole diflcrence. But in both cases the 
fabula docet r(!fers to the fact that one of the men lays out in 
the second year the entire product of the first, including 
surplus value, j)lus an additional amount. 

The clumsiness of these examples shows that Ricardo is 
wrestling with a difficulty which he does not clearly see and 
succeeds even less in overcoming. I'hc clumsiness consists in 
the following: The first example of the first illustration is 
intended to bring in the durability of the capital; it does nothing 
of the sort. Ricardo himself made it impossible to do this, by 
allowing no part of the fixed capital to enter into the commo¬ 
dity as wear and tear, and therefore by omitting precisely that 
factor through which the special way in which fixed capital 
circulates is made evident. All he demonstrates is that as a 
result of the longer duration of the labour process, a greater 
capital is employed than when the labour process is shorter. 
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The third example is intended to illustrate something rather 
different, but it ac tually illustrates the same thing. The second 
example of the first illustration however is intended to show 
what differences arise as a result of different proportions of 
fixed capital. Instead of this, it shows only the difference 
arising from two capitals of unequal size, although both lay 
out the same part of the capital in wages. And moreover the 
manufacturer operates without cotton or yarn, and the farmer 
without seed or implements! The complete inconsistency, even 
absurdity, of this illustration nccc^ssarily arises from this under¬ 
lying lack of clarity. 

Finally, he states the moral to be drawn from all these 
illustrations as follows: 

“The difference in value arises in both cases from the 

profits being accumulated as capital, and is only a just 

compensation^ for the lime that the profits were withheld^^ (p. 23. 

Marx’s italics). 

What does this mean other than that in a dcTinitc period 
of circulation, for example a year, a capital must yield ten 
per cent, whatever its specific period of circulation may be, 
and quite independently of the different surplus values which— 
irrespective of the process of circulation- - capitals of equal size 
must produce in the various branches of production, according 
to tlic proportion between the organic constituent parts of 
each. 

The conclusions that Ricardo should have drawn were the 
following: 

First: Capitals of equal size produce commodities of unequal 
values, and consequently yield unequal surplus values or 
profits, because value is determined by labour time, and the 
amount of labour time which a capital realises depends not 
on its absolute size but on the size of the variable capital, of 
the capital laid out in wages. 

Secondly: Granted even that capitals of ecjual size produce 
equal values, nevertheless the period within which they 
appropriate equal quantities of unpaid labour and can trans¬ 
form them into money, varies in accordance with their process 
of circulation. I’his therefore makes a second difference in the 
^ As if the question at issue were justice! 
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values, surplus values and profits which capitals of equal size 
in different branches of production must yield in a given 
period of time. 

Consequently, if profits as a percentage of capital arc to be 
ccjual, for example in a period of one year, so that capitals of 
equal size yield equal profits in the same period of time, then 
the prices of commodities must be different from their values. 
The sum total of the production prices of all the commodities 
taken together will be equal to their value. In the same way 
tlie total profit will be equal to the total surplus value w^hich 
these capitals yield, during one year for example. I'he average 
profit, and therefore also the production prices, would be 
purely imaginary and without basis if we did not take the 
determined value as tlie foundation. The equalisation of the 
sni plus values in different spheres of production makes no 
differcuc<‘ to the absolute magnitude of this total surplus value, 
but only alters its distribtition among the different sphenis of 
production. I’he determination of the surplus value itself 
liowcvcr only arises from the determination of value by labour 
time. Without this, the average profit is an average of nothingy 
a mere figment of the imagination. And in tlial case it might 
just as well be i,ooo per cent, as lo per cent. 

All of Ricardo’s illustrations serve merely to enable him to 
smuggle in the assumption of a general rate of profit. And tliis 
occurs in the first chapter, “On Value”, although w^ages are 
supposed to be dealt with only in Chapter V and profit in 
Chapter VI. How^ from the mere determination of the v<ilue 
of commodities their surplus value, profit, and then even a 
general rate of profit arc derived, remains shrouded in darkness 
for Ricardo. The only thing that he really proves in the above 
illustrations is that the prices of commodities, to the extent 
that they are determined by the general rate of profit, arc 
completely different from their values. And he arrives at this 
difference by assuming the rate of profit as a law. We can see 
that while Ricardo is accused of being too abstract, the 
opposite accusation would be justified—^i.e., lack of the powder 
to abstract; inability, when dealing with the values of commodi¬ 
ties, to keep out of his mind profit, a thing which confronts 
him as a result of competition. 
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Because Ricardo, instead of deriving the diflcrence between 
production prices and values from tlie determination of value 
itself, admits that values are tliemsclves determined by 
influences independent of labour time—here would have been 
the place for him to define the concept of “absolute” or “real” 
value, or “value” as such—and that the law of values is here 
and there abrogated by these influences, his opponents, such 
as Malthus, concentrate on this to attack his entire theory of 
value. Malthus remarked with justice that the differences 
between the organic constituents of capital and the turnover 
periods of capitals in dilfercnt branches of production develop 
simultaneously with the advance in production, so tliat the 
conclusion would be what was Adam Smith’s view—that the 
determination of value by labour time becomes progressively 
more inapplicable in “civilised” times (see also Torrens). On 
the other hand his disciples, in order to make these pluaiomena 
consistent with the fundamental princii)lc: (see Mill and the 
WTctched McCulloch), have resorted to the most pitiful 
scholastic devices. 

Ricardo docs not dwell on the conclusion that follows from 

his own illustration.namely, that quite apart from rises or 

falls in wages, on the assumption that w^ages remain constant, 
the prices of production of commodities must differ from their 
values if production prices are determined by the same 
})ercentagc of profit—but passes on in this section to the 
influence wdiich rises or falls in WTiges exert on production 
prices in which values have already been levelled out. 

This point is in itself extraordinarily simple. 

The farmer advances a capital of ;^5,ooo at 10 per cent. 
The value of his commodity is ec^ual to £^^,500. If the profit 
falls by I per cent., from 10 to 9 per cent., because wages 
have risen and the rise in w^ages has brought about this 
reduction, then he still sells as before for £5,500, as it is 
assumed that he advances his whole capital in w'agcs. Let the 
manufacturer’s capital again consist of £5,500 for machinery 
and £5,000 for wages. As before, the latter £5,000 of the 
capital is represented by £5,500 in the value of the product. 
On the other hand, on the fixed capital of £5,500 he can no 
longer reckon on 10 per cent, or £550, but only on 9 per cent. 
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or 3^495* therefore sell his commodity for £5,995 

instead of for £6,050, and so, as a result of the rise in wages, 
the money price of the farmer’s commodity has remained the 
same, while that, of the manufacturer’s commodity has fallen. 
I’he value of the farmer’s commodity, therefore, compared 
with that of the manufacturer’s, has risen (Ricardo, pp. 21, 22). 
The whole point of the examjile arises from the fact that if the 
manufacturer sold his commodity at the same price as before, 
he would make a profit higher than the average, because only 
that part of his capital which was laid out in wages would be 
directly affected by the rise in wages. In this illustration prices 
of ])roduction regulated by an average j)rofit of 10 per cent., 
and different from the values of the commodities, arc already 
assumed. The question is, what effect will rises or falls in 
])roiit have on these, according to the different proportions of 
their fixed and circulating caj)ital. This illustration has no 
bearing on the essential question— the transformation of values 
into prices of production. But it is a nice point, because 
Ricardo here at any rate demonstrates that the raising of 
wag(!s, which—contrary to the vulgar view- would produce 
only a fall in profit without affecting the values of commodities 
if‘ the composition of the capitals was the same, would, if the 
organic composition of capitals is unequal, bring about only 
a fall in the prices of some commodities, instead of- - as vulgar 
opinion believes—a rise in the price of all commodities. Here 
the fall in the prices of commodities is the result of a fall in 
the rate of profit or, which is the same thing, of a rise in wages. 
A large part of the production price of the commodity, in the 
case of the manufacturer, is due to the average profit which 
he calculates on the fixed capital. If therefore this rate of 
profit falls or rises as a result of the rise or fall in wages, the 
price of these commodities will fall or rise correspondingly, 
in proportion to that part of the price which originates from 
the profit calculated on the fixed capital. The same holds 
good for “circulating capitals returnable at distant periods 
and vice versa'' (McCulloch). If the capitalists who employ 
less variable capital w^erc to continue to chalk up their fixed 
capital at the same rate of profit and add it to the price of 
the commodity, then their rate of profit would rise, and it 
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would rise in the proportion in which they employ more fixed 
capital, as compared with those whose capital consists to a 
greater degree of variable capital. Competition would level 
this out. 

Ricardo, says McCulloch, was the first to investigate the 
effects of fluctuations in wages on the value of commodities 
when the capitals engaged in their production arc not equally 
durable. “Mr. Ricardo has not only shown that it is impossible 
for any rise of w'ages to raise the price of all commodities, but 
he has also shown that in most cases a rise of wages necessarily 
leads to a fall in the j)ricc of some descriptions of commodities, 
and a fall of wages to a rise in the price of others'* (The Principles 
of Political Economy^ London, 1830, pp. 341-2). 

Ricardo proves his point by first assuming that prices of 
production are regulated by a general rate of profit; secondly: 
“There can be no rise in the value of labour without a fall of 
profits” (p. 21). 

Already in Chapter I, “On Value”, we therefore find assumed 
the laws which are dealt with in Ciiaptcrs V and VI on Wages 
and Profits and which arc said to be derived from the chapter 
on Value. We may note in passing that Ricardo concludes 
quite erroneously that because “No rise in the x aluc of labour 
is possible without a fall in profits”, therefore no rise in profits 
is possible without a fall in the value of labour. I'hc first law 
refers to surplus value. But since the profit is equal to the 
proportion between the surplus value; and the total capital 
advanced, the profit can rise though the value of labour 
remains the same, if the value of the constant capital falls. 

The general fahula docet of the last illustration is as follows: 

“The degree of alteration in the relative value of goods, 
on account of a rise or fall of labour, ^ would depend on tlie 
proportion which the fixed capital bore to the whole capital 
employed. All commodities which are produced by very 
valuable machinery, or in very valuable buildings, or which 
require a great length of time before they can be brought 
to market, would fall in relative value, while all those which 
were chiefly produced by labour, or which would be speedily 
brought to market, would rise in relative value” (p. 22). 

^ Or, what is the same thing, a fall or rise in the rate of profit. 
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Ricardo again comes to the point with which alone he is 
really concerned in his investigation. These changes in the 
production prices of commodities which arise from the rise 
or fall of wages are of no significance compared with those 
changes in the same prices of production which are due to 
changes in the values of commodities (Ricardo is very far 
from slating this truth in this correct way)—changes in the 
quantities of labour required for their production. I t is there¬ 
fore possible by and large to abstract from the former changes, 
and the law of value consequently remains true also from a 
practical standpoint. (Ricardo should have added that the 
production prices themselves cannot be explained without 
values determined by labour time.) This is where his investiga¬ 
tion really leads. In fact it is clear that, in spite of the trans¬ 
formation of the values of commodities into production prices, 
once the latter are assumed a change in them—in so far as it 
is not due to a permanent rise or fall in the rate of profit such 
as can only be established in the course of many years—^has 
for its sole and only cause a change in their values^ in the labour 
time necessary for their production. 

“The reader however should remark that this cause of 
the variation of commodities^ is comparatively slight in its 
eff ects. . . . Not so with the other great cause of the variation 
in the value of commodities, namely, the increase or 
diminution in the quantity of labour necessary to produce 
them. ... An alteration in the permanent rate of profits, 
to any great amount, is the effect of causes which do not 
operate but in the course of years, whereas alterations in 
the quantity of labour necessary to produce commodities 
are of daily occurrence. Every improvement in machinery, 
in tools, in buildings, in raising the raw material, saves 
labour, and enables us to produce the commodity to which 
the improvement is applied with more facility, and conse¬ 
quently its value alters. In estimating, then, the causes of 
the variations in the value of commodities, although it 
would be wrong wholly to omit the consideration of the 
effect produced by a rise or fall of labour, it would be 
equally incorrect to attach much importance to it” (pp. 

22-3). 

^ ^riiis should read “prices of production” or, as he calls them, the relative 
values of commodities. 
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He therefore takes no further account of it. 

This whole fourth section of Chapter I, ‘‘On Value’’, is so 
extraordinarily confused that although Ricardo at the start 
announces his intention of investigating the influence of 
variations in value whicli tlie rise or fall in wages brings about 
as a result of the different composition of capitals, in fact he 
only docs this incidentally. In reality the major part of the 
fourth section is on th(! contrary filled with illustrations which 
prove that, quite independently of rises or falls in wages he 
himself makes the assumption that wag(!S remain constant— 
the hypothesis of a general rate of profit must result in prices 
of production that diflhr from the values of commodities, and 
moreover do so independently even of differences [in the propor¬ 
tion of ] fixed and circulating capital. He forgets this again at 
the end of the Section. 

He announces the subject of his enquiry in the fourth section 
with the words: 

“This difTerence in the degree of durability of fixed capital, 
and this variety in the proportions in whicli the two sorts 
of capital may be combined, introduce another cause, 
besides the greater or less quantity of labour necessary to 
produce commodities, for the variations in their relative 
value— this cause is the rise or fall in the value of labour''^ (p. i8. 
Marx’s italics). 

In reality he show^s by his examples, in the first place, that 
it is the general rate of profit which first gives to the various 
combinations of kinds of capital—that is, variable and constant, 
etc.—this influence to differentiate the prices of commodities 
from their values. That therefore it, and not by any chance 
the value of labour (which is assumed to be constant), is the 
cause of these changes. Then, only in the second place, he 
assumes prict^s of production already differentiated from 
values as a result of the general rate of profit, and investigates 
how changes in the value of labour affect these. Number i, 
the main point, he does not examine; he loses sight of it 
altogether, and closes the Section in the same w^ay as he 
began it: 

“... it being showm in this section that, without any variation 
in the quantity of labour, the rise of its value merely will 
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occasion a fall in the exchangeable value of those goods in 
the production of >vhich fixed capital is employed; the larger 
the amount of fixed capital, the greater will be the fair’ 
(p. 24). 

And in the following section V of Chapter 1 Ricardo also 
proceeds in the same fashion; that is to say, he only investigates 
liow the production prices of commodities can be varied by a 
change in the value of labour or of wages —not when the ratio 
between fixed and circulating capital is diffen.nt in two 
capitals of equal size in din'ereiit branches of production, but 
when there is “unequal durability of fixed capital'’ or “unecfual 
rapidity with which the capital is returned to its employer”. 
I’he correct surmise, which we meet in Section IX'", of the 
difference between jiroduction prices and values resulting 
from the general rale of profit, here no longer comes to the 
surface. Only a secondary question—that of variations in the 
prices of production themselves--is considered. Hence this 
section has in fact hardly any theoretical interest, apart from 
the incidental introduction of the differences in the form of 
capitals wlii('h arise from the process of circulation. 

“In proportion as fixed capital is less durable it approaches 
to the nature of circulating capital. It will be consumed 
and its value reproduced in a shorter time, in order to 
preserve the capital of the manufacturer” (p. 24). 

I'hus the lesser durability and the difference between fixed 
and circulating capital also are reduced to the difference in 
llie period of reproduction. I’his is certainly the factor of 
decisive importance. But by no means the only one. The fixed 
capital in its entirely enlcrs into tlie labour j)rocess, and only 
in successive stages and by instahnents into the process of 
creating value. This is another main distinction in its form of 
circulation. Furthermore: for the most ])art the fixed capital 
enters into the circulation ])rocess only in the form of its 
exchange value^ while its use value is consumed in the labour 
process and never goes outside it. This is another important 
distinction in the form of circulation. Both distinctions in the 
form of circulation also affect the period of circulation, but 
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they are not identical with the degrees and differences of 
durability. 

“If fixed capital be not of a durable nature it will require 
a great quantity of labour annually to keep it in its original 
state of efficiency; but the labour so bestowed may be 
considered as really expended on the commodity manu¬ 
factured, which must bear a value in proportion to such 
labour” (p. 24). 

“If the wear and tear of the machine were great, if the 
quantity of labour requisite to keep it in an efficient state 
were that of fifty men annually, I should require an addi¬ 
tional price for my goods equal to that which would be 
obtained by any other manufacturer who employed fifty 
men in the production of other goods, and who used no 
machinery at all. But a rise in the wages of labour would 
not equally affect commodities produced with machinery 
quickly consumed, and commodities produced with machin¬ 
ery slowly consumed. In the production of the one, a great 
deal of labour would be continually transferred to the 
commodity produced^—in the other very little would be so 
transferred.® Every rise of wages, therefore, or, which is 
the same thing, every fall of profits, would lower the relative 
value of those commodities which were produced with a 
capital of a durable nature, and would proportionally 
elevate those which were produced with capital more 
perishable. A fall of wages would have precisely the contrary 
effect” (pp. 24-5). 

In other words, the industrialist who employs fixed capital 
of less durability employs relatively less fixed cajiital and more 
capital expended in wages than the one who employs capital 
of greater durability. This case is therefore identical with the 
previous one, showing the effect of a change in wages on 
capitals, one of which employs relatively, proportionately, 
more fixed capital than the other. Here there is nothing new. 
What Ricardo further says of machinery (pp. 25-6) should be 


J Ill the struggle with his general rate of profit Ricardo does not see that along 
with the labour a great quantity of surplus labour would al.Mj be transferred to 
the i:OTnmodity. 

- Hence also very little surplus laliour and little surplus value—if the commodities 
arc exchanged at their values. 
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held over until we come to Chapter XXXI, “On Machinery”. 
It is curious liow Ricardo in the end almost touches the truth 
in a phrase only to let it drop again, and how after hinting at it 
in the passages we are now going to quote he returns to his 
dominating idea of the eflbct of a change in the value of 
labour on prices of production, and finally concludes his 
investigation with this subsidiary point. 

T he passage in which the hint is contained is the following: 

“It will be seen then, that in the early stages of society, 
before much machinery or durable capital is used, the 
commodities produced by equal capitals will be nearly of 
equal value, and will rise or fail only relatively to each 
other on account of more or less labour being required for 
their production but after the introduction of these 
expensive and durable instruments, the commodities pro¬ 
duced by the employment of equal capitals will be of very 
unequal value, and although they will still be liable to rise 
or fall relatively to each other, as more or less labour 
becomes necessary to their production, they will be subject 
to another, though a minor variation, also from the rise or 
fall of wages and profits. Since goods which sell for /J5,ooo 
may be the produce of a capital equal in amount to that 
from which arc produced other goods which sell for 10,000, 
the profits on their manufacture will be the same; but those profits 
would be unequal if the prices of the goods did not vary with a rise 
or fall in the rate of profits^'" (pp. 26-7. Marx’s italics). 

Capitals of equal size produce commodities of equal values^ 
when the proj)ortion between the organic constituents is the 
same, when equally large portions of them arc expended in 
wages and in means of production. Then the same quantities 
of labour, therefore equal values, are embodied in their com¬ 
modities—apart from any difference which might come in 
through the process of circulation. On the other hand, capitals 
of equal size produce commodities of very unequal value, if their 
organic composition is different, that is, when the difference 
between the portion existing as fixed capital and the portion 

^ This is badly put. It refers not to value, but to commodities. And it has no 
meaning unless what is referred to is their prices; for to say that values fall or rise 
in proportion to labour time means that values fall or rise in the measure that 
they fall or rise. 
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expended in wages is (•onsidcrable. In the first place, only a 
part of the fixed capital enters into the commodity as a constitu¬ 
ent part of its value, in consequence of which alone therefore 
the magnitude of their values would be very dilferent, according 
as more or less fixed capital is employed in the production of 
the commodity. Secondly, the portion expended in wages— 
the percentage, calculated on an amount of capital of equal 

size.is much smaller, and so therefore is the total labour 

embodied in the commodity, therclbrc also the surplus labour 
(given a working day of equal length), which constitutes the 
surplus \'alue. If therefore these capitals of equal size whose 
commodities are of unequal values—in which unequal values 
lie hidden unequal surplus values and consequently unequal 
profits—are to yield equal profits because they arc of equal 
size, then the prices of the commodities, in so far as they are 
determined by the general rate of profit, must be very different 
from their values. It follows from this, not that the nature of 
the values has altered, but that the prices arc dificrent from 
the values. It is all the more surprising that Ricardo did not 
reach this conclusion since he certainly sees that even prices 
of production—which are determined by the general rate of 
profit—must change if there is a change in the rate of profit 
or of wages, in order that the rate of profit in the various 
branches of production may remain the same. How much 
more, therefore, must the emergence of a general rate of profit 
change unequal values, as indeed this general rate of profit is in 
any case nothing but the levelling out of the different rates of 
surplus value in the different commodities produced by equal 
capitals. 

After Ricardo has thus, if not developed and understood, at 
any rate stated as a matter of fact the difference between costs 
and value, production prices and values of commodities, he 
concludes by saying: 

“Mr. Malthus appears to think that it is a part of my 
doctrine that the cost and value of a thing should be the 
same; it is, if he means by cost, ‘cost of production’ including 
profits’’^ (p. 30, footnote). 

^ 'Fhat is, outlays plus the profit determined by the general rate of profit. 
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With this erroneous confusion of price of production with 
value, which he has himself refuted, he then proceeds to con¬ 
sider Rent. 

But before he does so Ricardo states in Section VI of 
Chapter I, in regard to the influence of variations in the value 
of labour on the price of production of gold: 

“May not gold be considered as a commodity produced 
with such proportions of the two kinds of capital as approach 
nearest to the average quantity employed in the production 
of most commodities? May not these proportions be so nearly 
equally distant from the two extremes, the one where little 
fixed capital is used, the other where little labour is 
employed, as to form a just mean between them?” (pp. 28-9). 

What Ricardo here says is much more applicable to those 
commodities into whose composition the various organic 
constituents enter in the average proportion, and whose 
circulation and reproduction period is average. For these com¬ 
modities, price of production and value are identical, because 
in their case the average profit is identical with their actual 
surplus value; but also it is only in their case that this is 
so. 

However inadequate Sections IV and V of Chapter I may 
seem, in treating the influence of changes in the value of 
labour on “relative values” as (from a theoretical standpoint) 
a secondary question compared with the transformation of 
values into production prices through the rate of profit, 
Ricardo draws from this an important conclusion, demolishing 
one of the errors that had kept recurring since Adam Smith— 
that the raising of wages, instead of reducing profit, increases 
the price of commodities. It is true that this conclusion is 
already implicit in the mere concept of value^ and is in no way 
modified by the transformation of value into price of produc¬ 
tion, since this does nothing but affect the distribution of the 
surplus value made by the total capital among the various 
branches of production or capitals in various spheres of 
production. But it was important that Ricardo should bring 
this out strongly and even prove the opposite of the accepted 
view. He therefore says with justice in Section VI of Chapter I: 

a 
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“Before I quit Uiis subject, it may be proper to observe 
that Adam Smith, and all the writers who have followed 
him, have, without one exception that I know of, maintained 
that a rise in the price of labour would be uniformly followed 
by a rise in the price of all commodities. ‘ 1 hope I have 
succeeded in showing that there are no grounds for such an 
opinion, and that only those commoditie.s would rise which 
had less fixed capital employed upon them than the medium 
in which price was estimated,2 and that all those which had 
more would positively fall in price when wages rose. On the 
contrary, if wages fell, those commodities only would fall 
which had a less proportion of fixed capital employed on 
them than the medium in which price was estimated; all 
those which had more would positively rise in price” (p. 29). 

Tliis seems to be wTong as far as the money price is con¬ 
cerned. If gold rises or falls in value, for any reason whatsoever, 
it does so in equal measure for all the commodities which arc 
reckoned in gold. While it thus re]>rcsents a relatively 
unchangeable medium in spite of its changeability, we must 
absolutely not overlook the fact that any relative combination 
of fixed and circulating capital in gold, compared with 
commodities, can bring about a difference. But here Ricardo’s 
false assumption that money, in so far as it serves as means of 
circulation, exchanges as a commodity against commodities, 
has a disturbing ell'cct. Commodities arc reckoned in it before 
it circulates them. Suppose that wheat is the medium instead 
of gold. If for example, as a result of a rise in wages, wheat— 
as a commodity into which more than the average variable 
capital enters—were to rise relatively in its price of production, 
then all commodities would be valued in wheat of a higher 
“relative value”. Commodities into which more fixed capital 
entered would be expressed in less wheat than before, not 
because their specific price compared with wheat had fallen, 
but because their price had fallen in general. A commodity 
which contained exactly as much living labour—as opposed 
to accumulated labour—as wheat, would express its rise in 

^ 'This is in conformity with the second explanation of value given by Adam 
Smith, according to which value is equal to the quantity of labour which can be 
bought by a commodity. 

“ Here the relative value is equivalent to the value expressed in money. 
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price by the fact that it was expressed in more wheat than a 
commodity whose price had fallen as compared with wheat. 
If the same causes which led to a rise in the price of wheat 
bring about a rise for example in the price of clothes, then 
clothes would not be expressed in more wheat than before; 
but those commodities whose price as compared with wheat 
had fallen, for example cotton, would be expressed in less. 
Cotton and clotlies would express the difference between their 
prices in wheat as their medium. 

But wliat Ricardo means is sometliing different, lie means 
that wheat, as a result of a rise in wages, would have risen as 
compared with cotton, but not as compared with clothes. 
Clothes would therefore exchange for wheat at the former 
price, but cotton for wheat at the increased price. The assump¬ 
tion that changes in the price of wages in England will change 
for example the production price of gold in California, where 
wages have not risen, is in itself quite absurd. J’hc levelling 
out of values by labour time, and much less still the levelling 
out of production prices through a general rate of profit, 
docs not exist in this direct form as between different countries. 
Take however even wheat, a home product. Say wheat lias 
risen from 40 to fifty shillings the quarter, that is, by 25 per 
cent. If a dress has also risen by 25 per cent., then it is worth 
a quarter of wheat as before. If cotton has fallen by 25 per 
cent., then the same quantity of cotton which was previously 
worth one quarter of wheat is now worth only 6 bushels. And 
the expression of their values in wheat represents exactly the 
ratio between the prices of cotton and of clothing, because 
they are measured in the same quantity of wheat, one quarter. 

Ricardo’s notion is moreover absurd in another way. The 
price of the commodity which serves as the measure of values 
and therefore as money has absolutely no existence; for 
otherwise I should have to have, besides the commodity which 
serves as money, a second commodity which serves as money— 
a twofold measure of values. The relative value of money is 
expressed in the innumerable prices of all commodities; for in 
each of these prices which express the exchange value of the 
commodities in money, the exchange value of money is 
expressed in the use value of the commodities. There can 
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therefore be no talk of a rise or fall in the price of money. 

1 can say: the price of money in wheat, or its price in clothes, 
has remained the same; its price in cotton has risen—which is 
the same as saying that the money price of cotton has fallen. 
But I cannot say that the price of money has risen or fallen. 
Ricardo however in reality means for example that the price 
of money in cotton has risen, or the price of cotton in money 
has fallen, because money has risen in relative value! as against 
cotton, while it has retained the same value as against clothing 
or wheat. The two are therefore measured with an unequal measure. 
This Section VI "‘Oil an invariable measure of value” 
deals with the '^‘measure of valtie*^ without saying anything of 
importance. The connection between value—its immanent 
measure in labour time -and the necessity for an external 
measure of the values of commodities is not understood; it is 
not even raised as a problem. The very opening of the Section 
shows the superficial way it is handled: 

“When commodities varied in relative value it would be 
desirable to have the means of ascertaining which of them 
fell and which rose in real value, and this could be effected 
only by comparing them one after another with some 
invariable standard measure of value, which should itself 
be subject to none of the fluctuations to which other commo¬ 
dities arc exposed.” But “there is no commodity which is 
not itself exposed to the same v^iriations . . . that is, there is 
none which is not subject to require more or less labour for 
its production” (p. 27). 

Even if there were such a commodity, the influence partly 
of the rise or fall in wages and of the various combinations of 
fixed and circulating capital, of the different degrees of 
durability of the fixed capital, or of the difl'erent periods of 
time which must elapse before the product can be brought to 
market, etc., would prevent it from being “a perfect measure 
of value, by which we could accurately ascertain the variations 
in all other things. . . .” “It would be a perfect measure of 
value for all things produced under the same circumstances 
precisely as itself, but for no others” (p. 28). That is to say, 
if “these other things” varied, we could say- if the value of 
money neither rose nor fell—that the variation was due to a 
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rise or fall in their values, in the labour time necessary for 
their production. In regard to other things wc could not know 
whether the variations in their money prices were due to the 
other causes, etc. Later (in an examination of the theory of 
money) wc shall have to come back to this viewpoint, which 
is unsatisfactory in all respects. 

In Section VII of Chapter I, except for the important doctrine 
on ^^relalive'^ wages, profits and rents, to which wc return 
later, there is nothing but the proof that if money falls or rises 
in value, a corresponding rise or fall in wages, etc., does not 
change the relations between these but only their expression 
in money. If the same commodity is expressed in double the 
number of pounds sterling, so also is that part of it which is 
resolved into profit, wages or rent. But the ratio of these three 
to each other and the real values that they represent remain 
the same. Ditto, if the profit works out at twice as many 
pounds sterling, £100 is now expressed in £200^ so that the 
relation between profit and capital, the rate of profit, also 
remains unaltered. The change in the monetary expression 
affects profit and ('.apital simultaneously; similarly for profit, 
wages and rent. For the latter this is also true in so far as it is 
reckoned not on the acre, but on the capital advanced in 
agriculture, etc. In short, in this case the variation is not in 
the commodities, etc.: 

“A rise of wages from this cause will, indeed, be invariably 
accompanied by a rise in the price of commodities; but in 
such cases it will be found that labour and all commodities 
have not varied in regard to each other, and that the 
variation has been confined to money” (p. 30). 

(r) Prices of Production and Market Prices 
(i) Ricardo's Views 

In Chapter II, “On Rent”, in developing his theory of 
differential rent Ricardo propounds the following thesis: 

“The exchangeable value of all commodities, whether 
they be manufactured, or the produce of the mines, or the 
produce of land, is always regulated, not by the less quantity 
of labour that will suffice for their production under circum¬ 
stances highly favourable, and exclusively enjoyed by those 
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who have peculiar facilities of production; but by the 
greater quantity of labour necessarily bestowed on their 
production by those who have no such facilities; by those 
who continue to produce them under the most unfavourable 
circumstances; meaning—by the most unfavourable circum¬ 
stances, the most unfavourable under which the quantity 
of produce required renders it necessary to carry on the 
production” (p. 37). 

The last sentence is not quite correct. The “quantity of 
produce required” is not a fixed magnitude. It should read: 
“a definite (juantity of products required within definite 
limits of price”. If the price rises above these limits, the 
quantity required falls with the demand. 

The thesis set out above can be expressed in general terms 
as follows. The value of the commodity which is the product 
of a particular sphere of production is determined by the 
labour required to produce the w'hole mass, the aggregate 
quantity of commodities pertaining to this sphere of produc¬ 
tion; not by the particular labour time that each individual 
capitalist or entrepreneur in this sphere of production requires. 
The general conditions of production and the general produc¬ 
tivity of labour in this particular sphere of production, for 
example cotton manufacture, are the average conditions of 
production and the average productivity in this sphere, 
cotton manufacture. The quantity of labour by which for 
example a yard of cotton is determined is therefore not the 
quantity of labour contained in it, the quantity employed on 
it by its manufacturer, but the average quantity with which 
all cotton manufacturers produce a yard of cotton for the 
market. Now the special conditions under which individual 
capitalists produce, say in cotton manufacture, necessarily 
fall into three categories. Some produce under medium 
conditions; that is to say, the individual conditions of produc¬ 
tion under which they produce coincide with the general 
conditions of production for this sphere. The average conditions 
are their actual conditions. The productivity of their labour is 
the average level. The individual value of their commodities 
coincides with the general value of these commodities. If, for 
example, they sell cotton at 25 . the yard—the average value— 
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they sell it at the value represented in natura by the yards they 
produce. Another category produces under conditions better 
than the average. The individual value of their commodities is 
below their general value. If tliey sell them at this general value, 
they sell them above their individual value. Finally, a third 
category produces under conditions that arc below the average. 

Now the “quantity of produce required” from tiiis particular 
sphere of production has no fixed magnitude. If the value of 
the commodities rises beyond certain limits above the average 
value, the quantity of the product required falls, or this 
quantity is only required at a given price—or at least within 
certain limits of price. Hence it is that the last-mentioned 
category may have to sell its commodities below their indivi¬ 
dual values, just as the best-placed category sells always above 
their individual value. It w'ill in fact depend on the numerical 
ratio or the proportional relationship between the sizes of 
the groups, which of them has decisive effect in determining 
the average value. If the middle group is numerically greatly 
preponderant, it will determine the average value. If this 
group is numerically weak, and the group w^orking under 
conditions below the average is numerically strong and pre¬ 
ponderant, then the latter determines the general value of the 
product for this sphere. But this by no means implies, and it 
is even highly improbable, that the particular capitalist in the 
latter group who in turn is the most unfavourably placed, will 
decide the issue {cf, Corbett). 

But let us leave this out of account. The general result is: 
Tlie normal value which the products of this kind possess is 
the same for all, whatever its relation to the individual value 
of each particular commodity. This common value is the 
market value of those commodities, the value at w'hich they 
appear on the market. Expressed in money, this market value 
is the market price^ as in general, value expressed in money is 
price. The actual market price is now above, now below, this 
market value, and only by chance coincides with it. Over a 
certain period however, the fluctuations equal each other out, 
and it can be said that the average of the actual market prices 
is the market price which represents the market value. Whether 
or not the actual market price at any given moment corresponds 
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to this market value in magnitude, quantitatively, it has at 
least the qualitative characteristic in common with it, that all 
commodities of the same sphere of production which are 
found on the market (equal quality is of course assumed) have 
the same price, that is, in practice they represent the general 
value of the commodities of this sphere. 

'Ihe above proposition laid down by Ricardo for the purpose 
of his theory of rent has therefore been interpreted by his 
disciples to mean that two different market prices cannot 
exist simultaneously on the same market; or that every 
individual product of the same kind found on the market at 
the same time has the same price, and since we can here 
abstract from the accidental features of this price, the same 
market value. Here therefore eomjietition, partly of tlie 
capitalists with one another, partly of the buyers of the 
commodity both with the capitalists and among themselves, 
brings it about that the value of the commodity in a particular 
sphere of production is determined by the total mass of social 
labour time which the total mass of commodities of this particular 
sphere of social production requires^ and not by the individual values 
of the separate commodities^ or the labour time which th(! 
individual commodity has cost its particular producer and seller. 

It obviously follows from this, however, that under all 
cireumstanecs the capitalists who belong to the first category— 
those whose conditions of production are more favourable 
than the average—make an excess profit, that is, their profit 
is above the general rate of profit for this sphere of production. 
It is therefore not by equalising out the profits within a jiarticu- 
lar sphere of production that competition brings about the 
market value or market price. 

The difference between market value and market price is 
for the purpose of this examination immaterial, since the 
differences in the conditions of production, the consequent 
different rates of profit for the individual capitalists in the 
same sphere of production, remain the same, whatever may be 
the relation between market price and market value. 

Conversely, competition here equalises out the various 
individual values to the same uniform undifferentiated market 
value while leaving untouched the discrepancy between the 
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individual profits, the profits of the individual capitalists, and 
their deviations from the average rate of profit for the sphere 
of production conccTricd. In fact it does this by establishing the 
same market value for commodities produced under conditions 
of production that are not equally favourable, therefore with 
unequal productivity of labour, so that these individually 
represent unequally great quantities of labour time. The 
commodity produced under more favourable conditions con¬ 
tains less labour time than the one produced under less 
favourable conditions, but it sells at the same price, has the 
same value, as if it contained the same labour time. 

Now Ricardo, to establish his theory of rent, makes use of 
two pro]X)sitions which are not only not the same but express 
the contradictory effect of competition. The first is that the 
products of the same sphere sell at one and the same market 
value, that competition therefore forcibly brings about 
different rales of profit, deviations from tlur general rate of 
profit. The second is that the rate of })rofit must be the same 
for each capital inv<;stment, or that comp(!tition creates a 
general rate of profit, 'fhe first law holds good for the various 
independent capitals invested in the same sphere of production. 
The second holds good for capitals in so far as they arc invested 
in different spheres of production. By its first action competition 
creates market value, that is, the same value for commodities 
of ihc same spluTc of production, although this identical 
value must result in different profits; that is, the same value 
in si)ite of or rather by means of different rates of profit. The 
second way in which competition acts is different from this, 
and incidentally it is also brought about in a different way. 
This is the competition between capitalists in different spheres, 
which throws capital out of one sphere into another; while 
the first form of competition—in so far as it is not competition 
between buyers—takes place among the capitals of the same 
sphere. This second form of competition brings about the 
price of production, that is to say, the same rate of profit in 
the different spheres of production, even though this identical 
rate of profit is in contradiction with the inequality of values, 
and can therefore only be enforced by prices which arc different 
from values, 
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Since Ricardo needs both of these propositions lor his 
theory of rent—equal value or price with unequal rate of 
profit, and equal rate of profit and prices with unequal values 
—^it is most curious that he docs not sense this twofold deter¬ 
mination of value and price, and that even in the section where 
he deals ex professo with market price^ in Chapter IV, “On 
Natural and Market Price”, he does not deal at all with 
market price and market value, although in the passage cited 
above he took this as the basis for the explanation of dilTerential 
rent, the excess profits being crystallised into rents. He deals 
here in fact merely with the reduction of prices in the various 
spheres of production into prices of production, that is to say, 
with the market values in the different spheres of production 
and their relation to each other, and not with the way in 
which the market value is formed in each separate sphere— 
though unless these are formed no market values at all can exist. 

The market values and therefore the market prices in each 
separate sphere—when the market price corresponds to the 
“natural price”, that is, when it merely represents the value 
in money—would yield very different rates of profit, since 
capitals of equal size in different spheres—quite apart from 
differences arising from their different circulation processes— 
employ constant and variable capital in very unequal propor¬ 
tions, and therefore yield very unequal surplus values and hence 
very unequal profits. The levelling out of the various market 
values, so that the same rate of profit is produced in the 
various spheres of production and capitals of equal size yield 
equal average profits, is therefore only possible through the 
transformation of the market values into prices of production 
which differ from the actual values.^ What competition within 
the same sphere of production effects is the determination of the 
value of the commodity in this sphere by the average labour 
time required in it, that is, the creation of the market value. 
What competition between the different spheres of production 
effects is the creation of the same general rate of profit in the 
various spheres, through the levelling out of the various market 

1 It is possiljlc that the rate of surplus value y for example, due to working times of 
unequal length, is not equalised out in the various spheres of production. It is 
not necessary to investigate this, since the surplus values themselves arc equalised 
out. 
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values into market prices which constitute \iit prices of production^ 
and which dilFcr from the actual market values. In this second 
case compeVilion is wot at all directed towards the assimilation 
of the prices of commodities to their values, but on the contrary, 
its effect is to reduce their values to prices of production different 
from these values, to nullify the differences betw^een their values 
and their prices of production. It is only this latter efl’ect 
which Ricardo considers in Chapter IV and, oddly enough, 
he regards it as the reduction of commodity prices—^through 
competition—to their valuer, the reduction of the market 
price (a price which is different from value) to the natural 
price (the value expressed in money). This error arises however 
from the mistake he had already made in Chapter I, “On 
Value”, of identifying prices of production with value. This 
mistake in turn arose from the fact that at a point when he 
was only as yet concerned in explaining value, and was there¬ 
fore as yet only dealing with the commodity^ he suddenly bursts 
in with the general rate of profit and all the conditions which 
arise from the higher development of capitalist productive 
relations. 

The line of thought which Ricardo pursues in Chapter IV 
is also quite superficial. He starts out with the “accidental 
and temporary deviations of price” (p. 48) of the commodity 
which are due to the fluctuating relations between demand 
and supply. “With the rise or fall of price, profits arc elevated 
above, or depressed below, their general level; and capital is 
either encouraged to enter into, or is warned to depart from, 
the particular employment in which the variation has taken 
place” (p. 48). Here the “general level of profits” as between 
the various spheres of production, the “particular employ¬ 
ments”, is already assumed. But what should first have been 
considered was how the average level of prices in the same 
employment, and the average level of profits between the 
different employments, was brought about. Ricardo would 
then have seen that this latter operation presupposes criss¬ 
crossing movements of capital—or, in other words, a distribu¬ 
tion, determined by competition, of the total social capital 
among its various spheres of production. Once it is assumed 
that in the various spheres of production the market values or 
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average market prices are reduced into prices of production 
which yield the same average rate of profit,' a more constant 
deviation of market price from production price, a rise above 
it or a fall below it in particular spheres will cause new 
migrations of capital and a new distribution of the social 
capital. The first migration occurs in order to establish prices 
of production that are different from the values. The second 
in order to equalise the actual market prices with the ])rices 
of production, when they rise above or fall below them. 
The first is a transformation of values into prices of production. 
I’he second is the rotation of the actual market prices of the 
moment in the various spheres, about the price of production, 
which now appears as the ‘"natural price” altliough it is 
different from the value and is only the result of‘social activity. 

11 is precisely this latter and more superficial movement which 
Ricardo considers, and which he sometimes unconsciously 
confuses wath the other. It is of course the same ])rinciple 
which brings about both movements, namely the principle that 
while 

“every man is free to employ his capital where he pleases, 
he will naturally seek for it that employment which is most 
advantageous; he will naturally be dissatisfied with a profit 
of 10 per cent., if by removing his capital he can obtain a 
profit of 15 per cent. This restless desire on the part of all 
the employers of stock to quit a less profitable for a more 
advantageous business has a strong tendiaicy to equalise the 
rate of profits of all, or to fix them in such proportions as 
may, in the estimation of the parties, compensate for any 
advantage which one may have, or may appear to have, 
over the other” (p. 48). 

This tendency has the effect of distributing the total quantity 
of social labour time among the various spheres of production 
in accordance with the needs of society. In this way the values 
in the different spheres of production are transformed into 
prices of production, while also, on the other hand, the 
variations of actual prices in the diff erent spheres of production 
from th(i prices of production arc levelled out. 

' This is, however, only the case in those spheres where landed property does 
not intervene. 
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All this had already been explained by Adam Smith. 
Ricardo himself says: 

“No writer has more satisfactorily and ably shown than 
Dr. Smith the tendency of capital to move from employments 
in which the goods produced do not repay by their price 
the whole expenses, including the ordinary profits,^ of 
producing and bringing them to market” (Ch. XXI, 
p. 194, footnote). 

The service rendered by Ricardo—whose mistake on the 
whole arose from the fact that he was not here more critical 
of Adam Smith- consists in his more detailed account of this 
migration of capital from one sphere to the other, or rather 
of the way in which this operation takes place. He was only 
able to do this, however, because in his day the credit system 
was more highly d(rvclopcd than in the time of Adam Smith. 
Ricardo says: 

“It is perhaps very difficult to trace the steps by which 
this change is effected: it is probably effected by a manu¬ 
facturer not absolutely changing his employment, but only 
lessening the quantity of capital that he has in that employ¬ 
ment. In all rich countries there is a number of men forming 
what is called the moneyed class; these men arc engaged in 
no trade, but live on the interest of their money, which is 
employed in discounting bills, or in loans to the more 
industrious part of the community. The bankers too employ 
a large capital on the same objects. The capital so employed 
forms a circulating capital of a large amount, and is employed, 
in larger or smaller proportions, by all the different trades 
of a country. There is perhaps no manufacturer, however 
rich, who limits his business to the extent that his own 
funds alone will allow: he has always some portion of this 
floating capital, increasing or diminishing according to ihc 
activity of the demand for his commodities. When the 
demand for silks increases, and that for cloth diminishes, the 
clothier does not remove with his capital to the silk trade, but 
he dismisses some of his workmen, he discontinues his 
demand for the loan from bankers and moneyed men; 
while the case of the silk manufacturer is the reverse: he 
wishes to employ more workmen, and thus his motive for 

1 That is to say, the price of product 



254 THEORIES OF SURPLUS VALUE 

borrowing is increased; he borrows more, and thus capital 
is transferred from one employment to another without the 
necessity of a manufacturer discontinuing his usual occupa¬ 
tion. When we look to the markets of a large town, and 
obser\^e how regularly they are supplied both with home and 
foreign commodities, in the quantity in which they are 
required, under all the circumstances of varying demand, 
arising from the caprice of taste, or a change in the amount 
of population, without often producing cither the effects 
of a glut from a too abundant supply, or an enormously 
high price from the supply being unequal to the demand, 
wc must confess that the principle which apportions capital 
to each trade in the precise amount that it is required is 
more active than is generally supposed” (pp. 48-9). 

It is therefore credit through which the capital of the whole 
capitalist class is placed at the disposal of each sphere of 
production, not in proportion to the capital jiossessed by the 
capitalists of this sphere, but in proportion to its productive 
needs—whereas in competition the individual capitals seem 
to be independent of each other. This is as much the conse¬ 
quence as the condition of capitalist production; and it makes 
a convenient transition for us from compelilion between capitals 
to capital as credit. 

In opening Chapter IV, Ricardo says that by natural price 
he understands the value of the commodity, that is, its price 
determined by the comparative labour time in it; and by 
market price, the accidental and temporary deviations from 
this natural price or value. Throughout the whole of the rest 
of the chapter—and he even says so in so many words—he 
takes natural price as meaning something quite different, 
namely the price of production which is different from the 
value. Instead therefore of showing how competition transforms 
values into prices of production, thus continually bringing 
about deviations from values, what he shows, following Adam 
Smith, is how competition between the various trades reduces 
their market prices into prices of production. 

This is how Chapter IV opens: 

‘Tn making labour the foundation of the value of com¬ 
modities, and the comparative quantity of labour which is 
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necessary to their production, the rule which determines 
the respective quantities of goods which shall be given in 
exchange for each other, wc must not be supposed to deny 
the accidental and temporary deviations of the actual or 
market price of commodities from this, their primary and 
natural price” (p. 48). 

Here therefore “natural price” is equivalent to value, and 
market price is nothing but the deviation of the actual price 
from the value. 

On the other hand he later says: 

“Let us suppose that all commodities are at their natural 
price, and consequently that the profits of capital in all 
employments are exactly at the same rate, or differ only so 
much as, in the estimation of the parties, is equivalent to 
any real or fancied advantage which they possess or forego” 

(p- 50)- 

Here therefore! natural price is equivalent to price of production^ 
that is, the price at wliich the relation between the profit and 
the outlays of capital embodied in the commodity is the same, 
although equal values of commodities supplied by capitals in 
different branches of production contain very unequal surplus 
values and therefore unequal profits. If the price is to yield 
the same profit it must therefore be different from the value 
of the commodity. On the other hand, capitals of equal size 
produce commodities of very unequal magnitudes of value, 
according to whether a larger or smaller portion of the fixed 
capital enters into the commodity. But on this point we shall 
have more to say in dealing with the circulation of capitals. 

By equalisation through competition Ricardo therefore also 
understands only the rotation of the actual prices or actual 
market prices about the price of production—or the natural 
price in distinction from the value—the levelling out of market 
prices in different trades to general prices of production, that 
is, precisely to prices which differ from the real values in the 
various trades. 

“It is then the desire, which every capitalist has, of 
diverting his funds from a less to a more profitable employ¬ 
ment that prevents the market price of commodities from 
continuing for any length of time either much above or 
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much below their natural price. It is this competition which 
so adjusts the exchangeable value of commodities that, after 
paying the wages for the labour necessary to their production, 
and all other expenses required to put the capital employed 
in its original state of efficiency, the remaining value or 
overplus will in each trade be in proportion to the value of 
the capital employed'’ (p. 50). 

That is absolutely right, Comi)etilion levels out prices in 
the various branches of production in such a way tliat the 
remaining value or overplus, the profit, corresponds to the 
value of the capital employed but not to the real value of the 
commodity, not to the real overplus of value which it contains 
after deduction of its costs. In order to bring about this 
equalisation the price of one commodity must be brought 
above and that of the other below its real value. It is not the 
value of the commodities but their price of production about 
which competition causes the market ])rices in the various 
branches of production to rotate. 

Ricardo continues: ‘Tn the seventh chapter of the Wealth 
of Nations^ all that concerns this question is most ably Ireatt^d” 
(p. 50). Absolutely right. It is his uncritical faith in the Smithian 
tradition which here puts Ricardo on the wrong path. Ricardo 
concludes the chapter by saying that in his subsequent investi¬ 
gation, ‘Sve wall leave entirely out of our consideration” the 
accidental deviations of market })rices from prices of’ produc¬ 
tion; but he overlooks the fact that he has paid no heed at all 
to the constant deviations of market jirices, in so far as these cor¬ 
respond to prices of production, from the real values of commo¬ 
dities, and that he has substituted price of production for value. 

Chapter XXX deals with “The Influence of Demand and 
Supply on Prices”. What Ricardo is here defending is the 
principle that the permanent price is determined by the 
price of production, not by demand and sui)ply; that therefore 
the permanent price is determined by the value of the commo¬ 
dities only in so far as this value determines the price of produc¬ 
tion. If we assume that the prices of the commodities are so 
levelled out that they all yield 10 per cent, profit, every 
lasting variation in these prices will be determined by a 
variation in their values, in the labour time necessary for their 
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production. As this value continues to determine the general 
rate of profit, the changes in it continue to determine the 
variations in the prices of production, although naturally the 
difference between these prices of production and the values 
is not thereby removed. What is effected is only that the 
difference between value and actual price shall not be greater 
than the difference between pric(‘.s of production and values 
which is brought about by the general rate of profit. With the 
changes in the values of commodities their prices of production 
also change. A ‘"new natural price” (p. 260) is formed. If, for 
exam]Jc, the workman can jn’oduce twenty hats in the same 
time in which he previously produced ten hats, and if wages 
formed half the cost of a liat, then the costs of production of 
the twenty hats, in so far as they consist of wages, have fallen 
by half. For the same w'ages are now paid for the production 
of twenty hats as previously for ten. In each hat therefore only 
half the outlay in wag<!s is now contained. If the hatter sold 
the hat for the same ])ricc, he would sell it above the price 
of production. If the y)rofit had been 10 per cent., it w^ould 
now be 465 per cent., if we assume that the outlay required 
for making a certain (juantily of hats was originally 50 for 
raw materials, etc., and 50 for labour. It would now*^ be 50 for 
raw materials, etc., and 25 for w^ages. If the commodity is 
st)ld at the old price, the profit is now^ equal to 46I ]>cr cent. 
As a result of the fall in value therefore the new natural price 
will fall to such an extent that the price will yield only 10 per 
cent, profit. Th(i fall in value or in the labour time necessary 
for the production of the commodity reveals itself in the fact 
that less labour time is used for the same number of commodi¬ 
ties, therefore also less paid labour time, less wages, and that 
consequently the costs of production decline, and the wages 
paid decline (that is, the amount of wages; this docs not assume 
any reduction in the rate of wages) proportionately for the 
production of each individual commodity. 'Fhis holds good 
when the change in value has taken place in hat making itself. 
If it had occurred in the production of the raw material or of 
the tools, this would have been similarly expressed in a 
reduction in the wages outlay recyuircd for the production of 
a given quantity of products in this sphere; but for the 

R 
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hat-manufacturer it would mean that his constant capital would 
liavc cost him less. The prices of production or “natural 
prices”—which have nothing whatever to do with ‘'nature”— 
can fall (or rise) in two w'ays as a result of a fall or rise in the 
values of the commodities. 

Firstly^ because the wages expended on the production of a 
given number of commodities fall (or rise), owing to the 
aggregate absolute amount of labour, both paid and unpaid, ex¬ 
pended on this number of commodities having fallen (or risen). 

Secondly^ if the ratio of the surplus value to the value of the 
commodity, that is, to the value of the labour contained in it, 

changes—and therefore the rate of profit rises or falls.as a 

result of the increased or rcducc^d productivity of labour (both 
can happen, the one when the variable capital falls in propor¬ 
tion to the constant, tlie other when ^vages rise as a i csult of 
the means of subsistence becoming dearer). 

In this second case, the prices of production would vary 
only to the extent that they are aflected by changes in the 
value of labour. In the first case, the value of labour remains 
the same. But in the second case it is not the value of the 
commodities which change, but only the division between 
|iieccssary] labour and surplus labour. However, in this case 
there would still be a change in productivity and therefore in 
the value of the individual commodity. The same capital will 
in the one case produce more, in the other fewer commodities 
than before. The aggregate of commodities in wdiich it was 
materialised would have the same value, but the individual 
commodity would have a different value. It is true that the 
value of the wages docs not determine the value of the com¬ 
modities, but the value of the commodities w^hich enter into 
the workers’ consumption determines the value of the? w^ages. 

Once prices of production of commodities in the various 
spheres of production are established, these rise or fall in 
relation to each other with changes in the value of the commo¬ 
dities. If the productivity of labour rises, the labour time 
necessary for the production of a particular commodity is 
reduced, and its value therefore falls; irrespective of whether 
this change in productivity takes place in the labour employed 
in the final stage or in the constant capital, the price of produc- 
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tion of this commodity must also fall to a corresponding extent. 
I’he absolute quantity of labour expended on it has been 
reduced, and therefore also the quantity of paid labour con¬ 
tained in it, and the amount of wages expended on it, even 
if the rate of wages has remained the same. If the commodity 
were sold at its former price of production, it would yield a 
profit higher than the general rate of profit, for previously 
this profit was equal to lo per cent, on the higher outlay. 
The same price would therefore now yield more than lo per 
cent, on the reduced outlay. The reverse takes place when the 
productivity of labour declines and the real values of the 
commodities rise. If the rate of profit is given, or, which is 
the same thing, the prices of production are given, a relative 
rise or fall is dependent on the rise or fall, the variation, in 
the real values of the commodities. As a result of this variation, 
new prices of production, or, as Ricardo says, following Adam 
Smith, “n(‘w natural prices”, arise in place of the old. 

In Chapter XXX, which w'c have just been quoting, Ricardo 
identifies, even in so many words, natural price, that is, price 
of production, with natural value, that is, value determined 
by labour time. 

‘‘Their price [i.e., the price of monopolised commodities] 
has no necessary connection with their natural value; but 
the prices of commodities which arc subject to competition ... 
wtU ultimately depend ... on the . . , cost of their produc¬ 
tion” (p. 262). 

In this case also prices of production or natural prices are 
directly identified with '’^natural value^\ that is to say, with 
''value"'. Ricardo knows no other distinction between value and 
natural price than that the latter is the monetary expression of 
value and can therefore be altered by a change in the value of 
the precious metals without the value itself changing. This 
alteration however only afi'ects the estimation or expression of 
the value in money. 

He says, for example, the following: 

“It [i.e., foreign trade] can only be regulated by altering 
the natural price, not the natural value, at which commodi¬ 
ties can be produced in those countries, and that is effected 
by altering the distribution of the precious metals” (p, 230). 
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This confusion explains how it is that a host of later fellows 
post Ricardum, like Say himself, were able to accept “the costs 
of production’' as the ultimate regulator of prices, and had 
not the slightest inkling of the determination of value by labour 
time; indeed they directly deny tlie latter, while accepting 
the validity of the former. 

I'his whole mistake of Ricardo's and the consequent 
erroneous conception of rent, etc., as well as the wrong laws 
governing the rate of profit, etc., arise from the fact that he 
does not distinguish surplus value from profit; just as, like 
the other economists, he is crude and lacking in understanding 
in his handling of determinate forms in general. The following 
section w'ill show how he allows himself to be ensnared by the 
views of Adam Smith. 

(ii) Adam Smith's Views 

It must first be noted that in Adam Smith’s view “there are 
always a few commodities of which the price resolves itself 
into two parts only, the wages of labour and the profits of 
stock” { 77 ie Wealth of Aations^ Book I, C’hapter VI). I’his 
difference from Ricardo's standpoint can here be left out of 
account. 

Adam Smith first shows that exchange value resolves itself 
into quantity of labour; and that after deducting the raw 
materials, etc., the value contained in exchange value falls 
into that part of the labour which is paid to the labourer, 
and that part which is not paid to him—which latter part is 
resolved into profit and rent, the profit perhaps in turn into 
profit and interest. Having shown this, he then cheerfully 
turns right round, and instead of resolving exchange value 
into wages, profit and rent, he makes these on the contrary 
into the creators of exchange value; he makes them, as 
independent exchange values, form the exchange value of 
the product, and compounds the exchange value of the 
commodity out of the independent and separately determined 
values of the wages, the profit and the rent. Instead of having 
their source in value, they become the source of value. “Wages, 
profit and rent are the three original sources of all revenue as 
well as of all exchangeable value” (Book I, Chapter VI). 
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After he has proclaimed their intrinsic connections, he suddenly 
again becomes obsessed with their phenomenal form, with the 
connections between things as they appear in competition—and 
in competition everything always appears in inverted form, 
always standing on its head. 

'rh(\se two conceptions arc naively intertwined in Adam 
Smith’s work, without his becoming aware of the contradiction. 
Ricardo on the other hand consciously abstracts from the 
form of competition, from the phtmomena of competition, in 
order to understand the laws as such. On the one hand he can 
be r(‘proachcd for not having gone far enough, for not being 
complt!le enough in his abstraction, and on the other hand, 
for conceiving the ])lienomenal form immediately, directly, as 
an evidence or illustration of the general laws, without in any 
way explaininjr it. As far as the first point is concerned, his 
abstraction is loo incomplete; and as to the second, the 
abstraction is a formal one, and is in itself false. 

Now it is from the inverted starting point [of competition] 
that Adam Smith develojis the distinction between “the 
natural prices of commodities” and their “market-price”. 
Ricardo accejits this from him, but forgets that Adam Smith’s 
“natural pric:e” is, according to his premises, nothing but the 
price of production resulting from competition, and that for 
Adam Smith himself, this price of production is only identical 
with the “value” of the commodity in so far as he forgets his 
more profound standpoint and remains rooted in the false view 
derived from surface phenomena—that the exchange value 
of commodities is formed by adding together the independently 
dclcrmincd values of wages, profit and rent. While Ricardo 
altogether contests this view, he accepts Adam Smith’s 
confusion or identification of exchange value with price of 
production or natural price, which is based on it. In the case 
of Adam Smith this confusion is justifiable, because his whole 
examination of natural price starts out from his second, false 
conception of value. But in Ricardo’s case it is wholly unjusti¬ 
fiable, since he nowhere accepts this false theory of Adam 
Smith’s, but contests it exprofesso as an inconsistency. However, 
Adam Smith succeeded in catching him again with liis “natural 
price”. 
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After compounding the value of a commodity out of the 
separate and independently determined values of wages, profit 
and rent—^Adam Smith then asks himself how theses primary 
values arc determined. And here he takes as his starting point 
the phenomena which come to the surface in competition. 

Chapter VII of Book I of Th Wealth of Nations treats “of 
the Natural and Market Price of Commodities’’. It says: 

“There is in every society or neighbourhood an ordinary 
or average rate” of wages, profit and rent. “These ordinary 
or average rates may be called the natural rates of wages, 
profit, and rent, at the time and place in which they com¬ 
monly prevail.” “When the price of any commodity is 
neither more nor less than what is sufficient to pay the 
rent . . . the wages . . . and the profits . . . the commodity is 
then sold for what may be called its natural price” (p. 48). 

This natural price is then the price of production of the 
commodity, and the price of production coincides with the 
value of the commodity, since indeed it is presupposed that 
the value of the latter is compounded of the values of wages, 
profit and rent. 

“The commodity is then sold precisely for what it is 
worth, 1 or for what it really costs the person who brings it 
to market;^ for though in common language what is called 
the prime cost of any commodity does not comprehend the 
profit of the person who is to sell it again, yet if he sell it 
at a price which does not allow him the ordinary rate of 
profit in his neighbourhood, he is evidently a loser by the 
trade; since by employing his stock in some other way he 
might have made that profit” (p. 49). 

Here we have the whole story of how^ natural price arises, 
and moreover set out in fully appropriate language and logic, 
since the value of the commodity is built up of the prices of 
wages, profit and rent; while what in turn constitutes the true 
value of the latter is in turn their natural rates; thus it is clear 
that the value of the commodity is identical with its price of 
production, and the latter with the natural price of the 
commodity. The rate of profit, as also that of wages, is assumed 

1 'riie commodity is then sold at its value. 

^ At its value, or at its price of production. 
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as given. That fits in with the formation of the price of produc¬ 
tion—the latter presupposes them. To the individual capitalist 
also they appear as given. He is not concerned with how, 
where and when they arise. Adam Smith here adopts the 
standpoint of the individual capitalist, of the agent of capitalist 
production, who is deciding the price of production of his 
commodity—so much for wages, etc., so much for the general 
rate of profit. Ergo. I’his is how this capitalist secs the operation 
by which the price of production of the commodity is fixed, 
or, as it further seems to him, the value of the commodity, 
its absolute price as distinct from its price fluctuations; in a 
word, its value - in so far as he has any time to reflect on such 
matters at all. And because Adam Smith puts himself right in 
the centre of competition, he at once starts reasoning and 
arguing with the peculiar logic of the capitalist held captive 
in this sphere. He interjects: In common language costs do 
not include the profit which the seller makes, and which 
necessarily constitutes a surplus over his outlays. Wh>' then 
do you include profit in the price of production? Adam Smith, 
like the thoughtful capitalist to whom this question is f)ut, 
answers in this way: 

Why do I include profit in costs? If 1 sold my commodity 
at a price which would yield me less than the average profit 
which the other capitalists in this neighbourhood make, I 
should be cheated. If I had invested my capital in another 
trade, I should make the average profit. Thus, in answer to 
the question, why profit should ever be included in production 
costs, he replies, “Because I should be cheated if profit at a 
certain rate did not enter into costs”. That is the correct answer 
from the standpoint of the man who is a mere mouthpiece of 
competition. 

Profit must in general enter into the price of production, 
because I should be cheated if a profit of only 9 per cent, 
instead of 10 per cent, were to enter into the price of production. 
The naive way in which Adam Smith on the one hand 
expresses the sentiments of the agent of capitalist production, 
presenting things just as they appear to and are thought of 
by the latter, and as they influence him in practice, in fact 
just as on the surface they seem to happen; while on the other 
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hand in some passages he reveals their more profound relation¬ 
ships, gives his book its great charm. 

We also see here why Adam Smith—^in spite of grave inward 
qualms on the point—resolves the entire value of the commo¬ 
dity into rent, profit and wages, and leaves out the constant 
capital, although of course he admits its existence for each 
individual capitalist. For otherwise he would have to say: 
The value of a commodity consists of wages, profit and rent, 
and that part of the value of the commodity which does not 
consist of wages, profit and rent. And so it would be necessary 
to determine value independently of wages, })r()fit and rent. 

In other respects, however, Adam Smith, having taken his 
stand within competition, and having assumed the rate of 
profit, etc., as given, correctly expounds the natural pric:e or 
price of production; that is to say, the price of production as 
distinct from the market price: . . the natural price of the 

commodity, or the whole value of the rent, labour and profit, 
which must be paid in order to bring it” to market. 

This price of production of the commodity is diftcrent from 
its actual or market price. The latter depends on demand and 
supply. 

The cost of production or the price of production of the 
commodity is precisely “the whole value of the rent, labour 
and profit, which must be paid in order to bring it” to market. 
If demand corresponds with supply, then the market price is 
equal to the natural price. 

“When the quantity brought to market is just sufficient 
to supply the effectual demand, and no more, the market 
price naturally comes to be either exactly, or as nearly as 
can be judged of, the same with the natural price. . . . The 
natural price, therefore, is, as it were, the ccnlral price, to 
which the prices of all commodities are continually gravitat¬ 
ing. Different accidents may sometimes keep them suspended 
a good deal above it, and sometimes force them down even 
somewhat below it” (Book I, Chapter VII, p. 50-1). 

Adam Smith therefore concludes that in general “The whole 
quantity of industry annually employed in order to bring 
any commodity to market” will correspond to the needs of 
society or the “effectual demand”. What Ricardo conceives as 
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the distribution of the total capital among the various trades 
here appears in the more naive form of the “quantity of 
industry” which is necessary in order to produce “a particular 
commodity”. The levelling out of prices among the sellers of 
the same commodity to the market price, and the levelling 
out of the market prices of the various commodities to the 
price of production, are here still confusedly intertwined. 

At this point, Adam Smith, though only quite incidentally, 
comes to the influence of variations in the real values of 
commodities on the natural prices or prices of production. 

“But in some employments the same quantity of industry 
will in different years produce very different quantities of 
commodities; while in others it will produce always the 
same, or very nearly the same. The same number of 
labourers in husbandry will, in different years, produce 
very different quantities of corn, wine, oil, hops, etc. But 
the same number of spinners and weavers will every year 
produce the same or very nearly the same quantity of linen 
and woollen cloth. ... In the other [non-agricultural] 
species of industry, the produce of equal quantities of labour 
being always the same, or very nearly the same,^ it can be 
more exactly suited to the effectual demand” (Book I, 
Chapter VII, pp. 51-2). 

In this passage Adam Smith sees that by itself a change in 
the productivity of equal quantities of labour—therefore in 
the actual values of commodities- alters the price of produc¬ 
tion. But then he vulgarises it again by reducing it to the 
relation betw^een demand and supply. By his own arguments 
the theory as he presents it is wrong. For though in agriculture, 
as a result of good or bad seasons, etc., equal quantities of 
labour yield different quantities of products, he has neverthe¬ 
less himself shown that as a result of machinery, division of 
labour, etc., equal quantities of labour can yield very different 
quantities of product in industry, etc. This therefore is not the 
difference which distinguishes agriculture from the other 
groups of industry. The distinction is that in the case of the 
latter the productive power is applied to an extent that is 
calculated beforehand, while in the other case it depends on 

1 That is to say, so long as the ronditions of production remain the same. 
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accidciiLs of nature. I'he result however remains the same: the 
value of the commodities or the quantity of labour which, 
according to its ]^roduclivity, has to be expended on a particular 
commodity, influences its price of production. 

In the following passage Adam Smith has shown, too, how 
the migration of capitals from one branch of production to 
another brings into being the price of production in the 
various branches of production. His statement on this point, 
however, is not as clear as Ricardo’s. For if the price of the 
commodity falls below its natural price, this, according to his 
aigumcnt, is because one of the elements in this price has 
fallen below the natural rate. It is not therefore due to the 
withdrawal of capitals alone, or to the migration of capitals, 
but because labour, capital and land move from one l>ranch 
to another. In this respect his view is more logical than 
Ricai'do’s. But it is wrong. 

“Whatever part of it [the natural price] was paid below 
the natural rate, the persons whose interest it affected would 
immediately feel the loss, and would immediately withdraw 
cither so much land, or so much labour, or so much stock, 
from being employed about it, that the quantity brought 
to market would soon be no more than sufficient to supply 
the effectual demand. Its market price, therefore, would 
soon rise to the natural price. This at least would be the 
case where there was perfect liberty” (Book I, Chapter VII, 
P- 55 )- 

Here there is an essential difference between Smith’s concep¬ 
tion of the levelling out to the natural price and Ricardo’s. 
Smith’s view is based on his false assumption that the three 
elements independently determine the value of the commodity, 
while Ricardo’s rests on the correct assumption that it is the 
average rate of profit (at a given level of wages) which alone 
determines the prices of production. 

“The natural price itself varies with the natural rate of 
each of its component parts, of wages, profit and rent” 
(Book I, Chapter VII, p. 56). 

In Chapters VIII, IX, X and XI of Book I, Adam Smith 
then seeks to determine the natural rate of these component 
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parts, wages, rent and profit, and the fluctuations in these rates. 
Chapter VIII deals with wages. 

At the start of the chapter on wages, Adam Smith- forsaking 
the superficial standpoint of competition—shows first the true 
nature of surplus value, and profit and rent as mere forms of 
surplus value. 

In his treatment of wages his starting point for determining 
the natural rate is the value of the labour power itself, the 
necessary wage. 

“A man must always live by his work, and his wages 
must at least be sufficient to maintain him. They must even 
upon most occasions be somewhat more; otherwise it would 
be impossible for him to bring up a family, and the race of 
such workmen could not last beyond the first generation” 
(Book I, Chapter VIII, p. 6o). 

This in turn has no meaning, because Adam Smith never 
asks himself how the value of the necessary means of subsistence, 
that is, of the commodity, is in any case determined. And here, 
since he has moved away from his main conception, he would 
have to say: Ihe price of wages is determined by the price 
of the means of subsistence, and the price of the means of 
subsistence is determined by the price of wages. Once it has 
been assumed that the value of wages is fixed, he then gives 
an exact account of its fluctuations as they appear in competi¬ 
tion and of the circumstances which give rise to these fluctua¬ 
tions. This belongs to the exoteric part of his work, and docs 
not concern us herc.^ 

He is trying to derive the value of the commodity from the 
value of labour as one of its constituent parts. And on the 
other hand, he says in discussing the level of wages that 
“the wages of labour do not . . . fluctuate with the price of 
provisions”, and that “the wages of labour vary more from 

^ In fact, he deals with the effect of accumulation on wages. But he does not tell 
us what it is that determines this accumulation; for it may be rapid, cither when 
the rate of wages is relatively low and the productivity of labour high, and in 
this case a rise in wages is always only the result of a permanently low level 
previously; or when the rate of profit is low, but the productivity of labour high. 
From his standpoint he would have to deduce the rate of accumulation in the 
first case from the rate of profit, that is, from the rate of wages; in the second case 
from the amount of profit—which however would in turn necessitate his investi¬ 
gating the value of the commodity. 
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place to place than the price of provisions” (Book 1 ^ Chapter 
VIII, p. 66). In fact the chaiUcr contaias nothing relevant to 
the question apart from the definition of the minimum of 
wages, alias the value of labour pow'cr. Henj Adam Smith 
instinctively comes back again to his more profound approach, 
and then in turn abandons it, so that even the definition cited 
above has no significance. For how does he propose to deter¬ 
mine the value of the necessary means of subsistence—and 
therefore of the commodity in general? As to a part of it, by 
the natural price of labour. And how is this determined? By 
the value ol’ the means of subsistenc e or of commodities in 
general. A wretched merry-go-round. As to the rest, the chapter 
contains not a word on the issue, on the natural price of labour, 
but only discussions on rises of wages above the level of the 
natural rate of labour—showing that these rises occur in the 
measure that the accumulation of capital is rapid, that there 
is a progressive accumulation of capital. I’hcn come enquiries 
into the various conditions of society in which this takes place; 
and finally he gives a slap in the face to the detirrminalion 
of the value of the commodity by wages—and of wages by the 
value of the necessary means of subsistence—by showing that 
in Englami this does not strcni to be the case. In between 
comes a piece of the Malthtisian population theory, based on 
the fact that wages arc determined by the quantity of means 
of subsistence required for the worker not only to live, but to 
rej)roduce the population. 

In fact, after trying to prove that wages rose during the 
eighteenth century, especially in England, Adam Smith poses 
the question whether this is ”to be regarded as an advantage 
or as an incorivenieiicy to the society”. In this connection he 
then returns fur a moment to his more profound staiid})oinl 
that profit and rent are merely parts of the product of the 
labourer. The workmen, he says, 

“make up the far greater part of every great political society. 
But what improves the circumstances of the greater part 
can never be regarded as an inconveniency to the whole. 
No society can surely be flourishing and happy, of which 
the far greater part of the members are poor and miserable. 
It is but equity, besides, that they who feed, clothe, and 



Ricardo’s theory of profit 269 

lodge the whole body of the people, should have such a 
share of the produce of their own labour as to be themselves 
tolerably well fed, clothed, and lodged” (Book I, Chapter 
Vlll,p. 70). 

In this connection he touches on the theory of ])oj)ulation: 

“Poverty, though it no doubt discourages, does not 
always prevent marriage. It seems even to be favourable to 
generation. . . . Barrenness, so frequent among women of 
fashion, is very rare among those of inferior station. . . . But 
poverty, though it docs not prevent the generation, is 
extremely unfavourable to the rearing of children. The 
tender plant is produced, but in so cold a soil and so severe 
a climate, soon withers and dies. . . . Every species of animals 
naturally multiplies in proportion to the means of their 
subsistence, and no species can ever multiply beyond it. 
But in civilised society it is only among the inferior ranks of 
people that the scantiness of subsistence can set limits to 
the further multiplication of the human species . . . the 
demand for men, like that for any other commodity, 
necessarily regulates the production of men; quickens it 
when it goes on loo slowly, and stops it when it advances 
loo fast” (Book I, Chapter VIII, pp. 70-1). 

The connection between the wages minimum and the 
changing conditions of society is as follows: 

“The wages paid to journeymen and servants of every 
kind must be such as may enable them, one with another, 
to continue the race of journeymen and ser\^ants, according 
as the increasing, diminishing, or stationary demand of the 
society may happen to require” (p. 72). 

“Of the society”-' that is to say, of capital! 

He then shows that the slave is “dearer” than the free 
labourer, because the latter himself looks after his wear and 
tear, while that of the former is managed “by a negligent 
master or careless overseer”. The “fund” for making good the 
wear and tear is frugally used by the free labourer, w’hilc it 
is prodigally expended, managed in a disorderly way, for the 
slave. 

“The fund destined for replacing or repairing, if I may 
say so, the wear and tear of the slave, is commonly managed 
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by a negligent master or careless overseer. That destined 
for performing the same office with regard to the free man, 
is managed by the free man himself. The disorders which 
generally prevail in the economy of the rich, naturally 
introduce themselves into the management of the former: 
the stric t frugality and parsimonious attention of the poor 
as naturally establish themselves in that of the latter” 
(Book 1 , Chapter VIII, p. 72). 

It is a characteristic in the determination of the minimum 
wage or natural price of labour that this price is lower for 
free wage labourers than for slaves. Here is how Adam Smith 
puts this point: 

. . the work done by freemen comes cheaper in the end 
than that performed by slaves. . . . The liberal reward of 
labour, therefore, as it is the effect of increasing wealth, so 
it is the cause of increasing population. To complain of it 
is to lament over the necessary effect and cause of the 
greatest public prosperity” (p. 72). 

He continues his plea for high wages: 

“The liberal reward of labour, as it encourages the 
propagation, so it increases the industry of the common 
people. The wages of labour arc the encouragement of 
industry, which, like every other human quality, improves 
in proportion to the encouragement it receives. A plentiful 
subsistence increases the bodily strength of the labourer, 
and the comfortable hope of bettering his condition . . . 
animates him to exert that strength to the utmost. Where 
wages are high, accordingly, we shall always find the 
w'orkmen more active, diligent, and expeditious than where 
they are low” (pp. 72-3). 

But higher wages also spur the workmen on to over-exertion 
and the premalure destruction of their labour power: 

“Workmen, . . . when they are liberally paid by the 
piece, are very apt to over-work themselves, and to ruin 
their health and constitution in a few years. ... If masters 
w^ould always listen to the dictates of reason and humanity, 
they have frequently occasion rather to moderate than to 
animate the application of many of their workmen” 
(pp- 73 - 4 )- 
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Further, he argues against the view that ‘‘a little more 
plenty than ordinary may render some workmen idle”. 

He then investigates whether it is true that workmen are 
more idle in years of plenty than in years of deartli, and what 
is the gcniTal relation between wages and the price of the 
means of subsistence. Here again comes the inconsistency: 

“The money price of labour is necessarily regulated by 
two circumstances; the demand for labour, and the price 
of the necessaries and conveniences of life . . . the money 
price of labour is determined by what is requisite for pur¬ 
chasing this quantity” (of the necessaries and conveniences 
of life) (pp. 76-7). 

He then examines why—because of the demand for labour— 
wages can rise in years of plenty and fall in those of scarcity, 
and show^s that the causes of the rise and fall in good and bad 
years counterbalance one another. 

“The scarcity of a dear year, by diminishing the demand 
for labour, tends to lower its price, as the high price of 
provisions tends to raise it. The plenty of a cheap year, on 
the contrary, by increasing the demand, tends to raise the 
price of labour, as the cheapness of provisions tends to 
lower it. In the ordinary variations of the price of jirovisions 
those two opposite causes seem to counterbalance one another, 
which is probably in part the reason why the wages of labour 
are everywhere so much more steady and permanent than 
the price of provisions” (p. 77). 

Finally, after all this beating about the bush, he again puts 
forward, as against the idea of wages as a source of the value 
of commodities, his original and more profound theory that 
ihe value of commodities is determined by the quantity of 
labour they contain. 

If in good years, or with the growth of capital, the worker 
obtains more commodities, then also he produces far more 
commodities; in other words, the individual commodity would 
contain a less quantity of labour. He can therefore receive a 
gi catcr quantity of commodities but with less value in them, 
and so—this is the implied conclusion—profit can increase in 
spite of a rising absolute wage. 



272 THEORir:S OF SURPLUS VALUE 

“The inere/ase in ihc wages of labour necessarily increases 
the price of many commodities, by increasing that part of 
it which resolves itself into wages, and so far tends to 
diminish their consumption both at home and abroad. 
The same cause, however, w'hich raises the wages of labour, 
the increase of slock, lends to increase its productive powers, 
and to make a smaller quantity of labour produce a greater 
quantity of work.“ I’his takes place through the division 
of labour, the use of machinery, inventions and so on. 
“There are many commodities, therefore, which, in conse¬ 
quence of tliesc improvements, come to be produced by so 
much less labour than before that the increase of its price is 
more than compensated bv the diminution of its quantity” 
(pp. 77 - 8 ). 

The labour is better paid, but less labour is contained in the 
individual commodity, so there is less to be paid for each, 
'riius he makes his I'alse theory, according to which the wage 
deAcrmincs the value of the commodity as a constituent 
element of ils value, be negated or rather paralyst^d, counter¬ 
balanced, by his correct theory, which sees the value of the 
commodity as determined by the (juantity of labour it con¬ 
tains. 

Chapter IX deals with profit on capital (“Of the Profits of 
Stock”). Here tluTefoie the natural rate of the second element 
that determines and composes the natural price or value of 
commodities is to be investigated. VVe shall consider laler 
w^hat Adam Smith says about the cause of the falling rate ol' 
j)rofit. 

Here Adam Smith finds himself in great difficulties. He says 
that even the determination of average wagtts amounts only 
to determining “the most usual wages”, the wages actually 
paid. “But even this can seldom be done with regard to the 
profits of stock”. Apart from good or bad fortune, the profit 
“is affected by every variation of price in the commodities”— 
although it is precisely through the natural rate of profit, as 
one of the component parts of “value”, that wc are supposed 
to determine the natural price of these commodities. It is 
difficult for an individual capitalist to tell what is this natural 
rate of profit even in a particular trade. “To ascertain what 
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is the average profit of all the dilfcrcnt trades carried on in a 
great kingdom must be much more difficult”. But some notion 
of “the averager profits of stock” may be formed from ‘‘the 
interest of money”. 

“It may be laid down as a maxim, that wherever a great 
deal can be made by the use of money, a great deal will 
commonly I)e given for the use of it; and that wherever 
little can be made by it, less will commonly be given for 
it” (Book I, Chapter IX, p. 79). 

Adam Smith does not say that the rate of interest determines 
the rat(r of profit. He expressly states the opposite. But records 
exist of llie rater of interest at diflerent epochs; there arc no 
such records for the rate of profit. 'Die rates of interest are 
therefore symptoms by which the apjiroximate level of the 
rate of profit can be judged. The task set, howev'er, was not to 
compare the level of various actual rat(!S of* profit, but to 
determine (he natural level of the rate of profit. Adam Smith 
takes nrfuge in a subsidiary investigation into the rate of 
intei'cst at various periods, which has nothing to do with the 
probl(!m which he s<!t himself. He considers various periods in 
England, then compares this with Scotland, France and 
Holland, and finds that “High wages of labour and high 
profits of stock . . . arc things, perhaps, which scarce ever go 
together, except in the peculiar circumstances of new colonies” 
(p. 82). 

At this point Adam Smith tries—like Ricardo, but to a 
certain extent with more success—to give some approximate 
explanation of high profits: 

“A new colony must always for some time be more under¬ 
stocked in proportion to the extent of its territory, and more 
under-peopled in proportion to the extent of its stock, than 
the greater part of other countries. They have more land 
than they have stock to cultivate. What they have, therefore, 
is applied to the cultivation only of what is most fertile 
and most favourably situated, the land near the sea shore, 
and along the banks of navigable rivers. Such land, too, is 
frequently purchased at a price below the value even of its 
natural produce. ^ Stock employed in the purchase and 

^ In reality, therefore, it costs nothing. 
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improvement of such lands must yield a very large profit, 
and consequently afford to pay a very large interest. Its 
rapid accumulation in so profitable an employment enables 
the planter to increase the number of his hands faster than 
he can find them in a new settlement. Those whom he can 
find, therefore, arc very liberally rewarded. As the colony 
increases, the profits of stock gradually diminish. When the 
most fertile and best situated lands have been all occupied, 
less profit can be made by the cultivation of what is inferior 
both in soil and situation, and less interest can be afforded 
for the stock w'hich is so employed. In the greater part of 
our colonies, accordingly, the . . . rate of interest has been 
considerably reduced during the course of the present 
century” (pp. 82-3). 

I’his is one of the foundations of Ricardo’s explanation of 
why profits fall, though the way it is presented is different. 
On the whole Adam Smith here explains evcrytliiiig on the 
basis of competition between capitals; when they increase, 
profits fall, and when they decrease, profits rise, as a consequence 
of which then wages also in turn rise or fall, 

‘‘The diminution of the capital stock of the society, or 
of the ftinds destined for the maintenance of industry, 
however, as it lowers the wages of labour, so it raises the 
profits of stock, and consequently the interest of money. 
By the wages of labour being lowered, the owners of what 
stock remains in the society can bring their goods at less 
expense to market than before, and less slock being employed 
in supplying the market than before, they can sell them 
dearer” (p. 84). 

Adam Smith then speaks of the highest possible and the 
lowest possible rates of profit. 

“The lowest ordinary rate of profit must always be 
something more than what is sufficient to compensate the 
occasional losses to which every employment of stock is 

exposed. It vs this surplus only which is neat or clear profit_ 

The highest ordinary rate of profit may be such as, in the 
price of the greater part of commodities, cats up the whole 
of what should go to the rent of the land, and leaves only 
what is sufficient to pay the labour of preparing and bringing 
them to market, according to the lowest rale at which 
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labour can anywhere be paid, the bare subsistence of the 
labourer” (p. 86). 

Adam Smith himself characterises wliat he says about the 
natural rate of profit: 

“Double interest is in Great Britain reckoned what the 
merchants call a good, moderate, reasonable profit; terms 
which I apprehend mean no more than a common and 
usual profit” (p. 87). 

And in fact Adam Smith calls this “common y^rofit” neither 
moderate nor good, but actually names it “tlu^ natural rate of 

profit”.thereby telling us flatly nothing of what it is or how 

it is determined; although it is through this “natural rate of 
profit” that we are supposed to determine the “natural price” 
of commodities. 

“In countries which are fast advancing to riches, the low 
rate of profit may, in the price of many commodities, 
compensate the high wages of labour, and enable those 
countries to sell as cheap as their less thriving neighbours, 
among whom the wages of labour may be lower” (p. 87). 

Here low profits and high wages are Jiot cause and effect, 
but the same cause—the rapid increase or accumulation of 
capital—produces both. Both enter into, comtitute^ the price. 
Consequently if one is high while the other is low, the price 
remains the same, and so on. 

Here Adam Smith conceives profit purely as an addition to 
price, for he continues: 

“In reality high profits tend much more to raise the price 
of work than high wages. If in the linen manufacture, for 
example, the wages of the difterent working people . . . 
should, all of them, be advanced twopence a day; it would 
be necessary to heighten the price of a piece of linen only 
by a number of twopcnces equal to the number of people 
that had been employed about it, multiplied by the number 
of days during which they had been so employed. That 
part of the price of the commodity which resolved itself 
into wages would, through all the different stages of the 
manufacture, rise only in arithmetical proportion to this 
rise of wages. But if the profits of all the different employers 
of those working people should be raised 5 per cent., that 
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part of the price of the commodity which resolved itself 
into profit would, through all the different stages of the 
manufacture, rise in geometrical proportion to this rise of 
profit. ... In raising the price of commodities the rise of 
wages operates in the same manner as simple interest does 
in the accumulation of debt. I’lic rise of profit operates 
like compound interest” (pp. 87-8). 

At the end of this chapter Adam Smith also tc^lls us the 
source from which lie drew his w^hole theory that the price of 
commodities- or their value—is built up out of tlu' vahurs of 
wages and profits: namely, the atnis du commera\ the practi¬ 
tioners and disci])l('s of competition: 

“Our merchants and master-manufacturers complain 
much of the bad effects of high wages in raising the price, 
and thereby lessening the sale of their goods both at home 
and abroad. They say nothing concerning the bad effects 
of high profits. They are silent with regard to the pernicious 
effects of their own gains. They complain only of those of 
other people” (p. 88), 

In Chapter X Adam Smith examines “Wages and Profit in 
the different employments of Labour and Stock”. It is con¬ 
cerned only with detail; it therefore belongs to the chapter 
which covers i:ompetition, and is very good in its way. It is 
completely exoteric. 

In liic course of it, he speaks of the uncertainty of success in 
the liberal professions, for example among lawyers: 

“The lottery of the law ... is very far from being a 
perfectly fair lottery; and that, as well as many other liberal 
and honourable professions, are, in point of pecuniary gain, 
evidently under-recompensed” (pp. 94-5). 

Similarly he says of soldiers: 

“Their pay is less than that of common labourers, and in 
actual service their fatigues are much greater” (p. 97). 

And of sailors in the navy: 

‘Though their skill and dexterity are much superior to 
that of almost any artificers, and though their whole life is 
one continual scene of hardship and danger, . . . their wages 
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arc not greater than those of common labourers at the port 
which regulates the rate of seamen’s wages” (p. 98). 

He observes ironically: 

‘^It would be indecent, no doubt, to compare either a 
curate or a chaplain with a journeyman in any common 
trade. The pay of a curate or chaplain, however, may very 
properly be considered as of the same nature with the wages 
of a journeyman” (p. 118). 

He specially mentions men of letters as underpaid because 
of their too gn^at number s, and he recalls that before the inven¬ 
tion of printing “a scholar and a beggar” wen^ synonymous, 
apjiarently applying this in a certain sense to men of letters. 

'I’he chapter is full of acute observations and important 
comments. 

‘Tn the same society or neighbourhood, the average and 
ordinary rates of profit in the different employments of 
stock sliould be more nearly upon a level than the pecuniary 
wages of the different sorts of labour” (p. 100). 

“The extent of the market, by giving employment to 
greater stocks, diminishes apparent profit; but by requiring 
supplies from a greater distance, it increases prime cost. 
This diminution of the one and increase of the other seem, 
in most cases, nearly to counterbalance one another” (in 
the case of articles such as bread, meat, etc.) (p. loi). 

“In small towns and country villages, on account of the 
narrowness of the market, trade cannot always be extended 
as stock extends. In such places, therefore, though the rate 
of a particular person’s profits may be very high, the sum 
or amount of them can never be very great, nor conse¬ 
quently that of his annual accumulation. In great towns, 
on the contrary, trade can be extended as stock increases, 
and the credit of a frugal and thriving man increases much 
faster than his stock. Ilis trade is extended in proportion 
to the amount of both” (p. 102). 

Adam Smith is quite correct when, referring to the false 
statistical way of presenting wages, for example in the sixteenth 
and seventeenth centuries, he says that the wages in these 
accounts were only for example cotters’ wages. These were 
occupied about their cottages for a part of their time, or they 
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were working for their master, who gave them “a house, a 
small garden for pot-herbs, as much grass as will feed a cow, 
and, perhaps, an acre or two of bad arable land”, and, when 
he employc'd them, very bad wages. 

. . they are said to have been willing to give their spare 
time for a very small recompense to anybody, and to have 
wrought for less wages than other labourers. . . . This daily 
or weekly recompense, however, seems to have been con¬ 
sidered as the whole ofit, by many wTiters who have collected 
the prices of labour and provisions in ancient times, and 
who tiave taken pleasure in representing both as wonderfully 
low” (p. 105). 

He mak<'.s the absolutely correct general observation tliat: 

“This equality in the whole of the advantages and dis¬ 
advantages of the different employments of labour and 
stock can take place only in such as are the sole or principal 
employments of those who occupy them” (p. 105). 

This [joint, by the; way, had aheady been very well argued 
by Steuart, especial!) in relation to agricultural wages when 
time begins to have a price. 

In regard to the accuinuJation of capital by the towns during 
the Middle Ages, Adam Sniitli very correctly observes in this 
chapter that it was pi incipally due to the exploitation of the 
countly through both trade and manufacture. In addition 
there are the usurers and haule finance —in a WT)rd, the money 
merchants. 

“In consequence of such regulations [i.e., regulations 
made by the guilds], indeed, each class [i.e., within the 
town corporate] was obliged to buy the goods they had 
occasion for from every other within the town, somewhat 
dearer than they otherwise might have done. But in recom¬ 
pense, they were enabled to sell their own just as much 
dearer; so that so far it was as broad as long, as they say; 
and in the dealings of the different classes within the town 
with one another, none of them were losers by these regula¬ 
tions. But in their dealings with the country they were all 
great gainers; and in these latter dealings consists the whole 
trade which supports and enriches every town. 

“Every town draws its whole subsistence, and all the 
materials of its industiy, from the country. It pays for these 
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chiefly in two ways: first, by sending back to the country a 
part of these materials wrought up and manufactured; in 
which case their price is augmented by the wages of the 
workmen, and the profits of their masters or immediate 
employers; secondly, by sending to it a part both of the 
rude and manufactured produce, either of other countries, 
or of distant parts of the same country, imported into the 
town; in which case, too, the original price of those goods is 
augmented by the wages of the carriers or sailors, and by 
the profits of the merchants who employ them. In what is 
gained upon the first of those two branches of commerce 
consists the advantage which the town makes by its manu¬ 
factures; in what is gained upon the second, the advantages 
of its inland and foreign trade. The wages of the workmen, 
and the profits of their different employers, make up the 
whole of what is gained upon both. Whatever regulations, 
therefore, tend to increase those wages and profits beyond 
what they otherwise would be, tend to enable the town to 
purchase, with a smaller quantity of its labour, the produce 
of a greater quantity of the labour of the country. They 
give the traders and artificers in the town an advantage 
over the landlords, farmers and labourers in the country, 
and break down that natural equality which would otherwise 
take place in the commerce which is carried on between 
them. The whole annual produce of the labour of the society 
is annually divided between those two different sets of 
people. By means of those regulations a greater share of it is 
given to the inhabitants of the town than would otherwise 
fall to them; and a less to those of the country. 

“The price which the town really pays for the provisions 
and materials annually imported into it is the quantity of 
manufactures and other goods annually exported from it. 
The dearer the latter are sold, the cheaper the former are 
bought. The industry of the town becomes more, and that 
of the country less advantageous” (pp. 112-13). 

When Adam Smith says that the town purchases W'ith a 
smaller quantity of labour the produce of a greater quantity 
of the labour of the country, he is thereby returning to the 
correct determination of value, the determination of value by 
the quantity of labour. This should be cited as an example in 
dealing with his theory of surplus value. If the prices of the 
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commodities which town and country exchange are determined 
in such a w^ay that they exchange equal quantities of labour, 
then these jiriccs are ecjual to the values of the commodities. 
Profit and wages on both sides of the exchange cannot therefore 
determine these values; but the division of these values deter¬ 
mines profit and wages. Hence it is that Adam Smith also 
finds that the towm, which exchanges a smaller quantity of 
labour against a greater quantity on the part of the country, 
obtains a greater profit and a greater wage in comparison 
with the country. This would not bir the case if it did not sell 
its commodities to llu; country for more than their value. 
If profits and wages are not inert'ased "^beyond wliat they 
otherwise W’ould be"’, if jirofits and wages therefore arc at the 
level at which they would stand without artificial interference, 
then they do not determine the value of‘ the commodities, but 
are determined by it. Profit and wages, then, can only come 
through the distribution of the value of tlu! commodity, whicdi 
is given and fixed before they appcuir; and this valtie cannot 
be the result of profits and wages whicli are fixed before it 
itself appears. 

Adam Smith continues: 

“The inhabitants of a town, being collected into one 
place, can easily combine together. The most insignificant 
trades carried on in towns have accordingly, in some place 
or other, been incorporated. . . . The inhabitants of the 
country, dispersed in distant places, cannot easily combine 
together. They have not only never been incorporated, but 
the corporation spirit never has prevailed among them. 
No apprenticeship lias ever been thought necessary to 
qualify for husbandry, the great trade of the country” (p. 114). 

In this connection Adam Smith comes to spi;ak of the 
disadvantages of tlie division of labour. I’he farmer carries on 
a trade requiring more intelligence than tliat of the manufac¬ 
turing worker who is subject to the division of labour. 

“The direction of operations, besides, which must be 
varied with every change of the weather, as well as with 
many other accidents, requires much more judgment and 
discretion than that of those which are always the same or 
very nearly the same” (p. 115). 
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'rhe division of labour develops the social productive power 
of labour, or the productive ]K>wcr of social labour, but at 
the cost of the general productive ability of the labourer. And 
therefore also this increase in social productive power confronts 
the labour(!r as an increased productive power not of his 
labour, but of the force that controls his labour—capital. 
If the town labourer is more developed than the country 
labourer, this is thanks only to the circumstance that his craft 
causes him to live in weiety^ while the craft of the latter makes 
him live directly zvit/i nature. 

“The superiority which the industry of the towns has 
everywhere in Europe over that of the country is not 
altogether owing to corporations and corporation laws. It is 
supported by many other regulations. The high duties upon 
foreign manufactures and upon all goods imported by alien 
merchants, all tend to the same purpose” (p. ii6). 

These other regulations ‘‘secure them” (the towns) against 
the competition of foreigners. This is an act no longer of the 
town bourgeoisie, but of the legislating bourgeoisie on a 
national scale, already acting as the corps de nation or as the 
'Third Estate or Ix)wer House of the States Assembly. The 
specific acts of the town bourgeoisie- directed against the 
country - arc the excise and duties levied at the gates, and in 
general the indirect taxes, which originate in the towms (see 
Hiillmann), while the direct taxes are of country origin. It 
might appear that the cxcis(! for example is a tax w^hich the 
towm levied indirectly on itself. The countryman must advance 
it, but has it re.])aid to him in the price of the product. In the 
Middle Ages, however, this wus not the case. The demand for 
his products—in so far .as he transformed these .at all into 
commodities and money—w^as compulsorily restricted to the 
area under the jurisdiction of the town, so that it wais not 
possible for him to raise the price of his ])roducl by the full 
amount of the town tax. 

“In Great Britain the superiority of the industry of the 
towns over that of the country seems to have been greater 
formerly than in the present times. The wages of country 
labour approach nearer to those of manufacturing labour, 
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and the profits of stock employed in agriculture to those of 
trading and manufacturing stock, than they are said to 
have done in the last century, or in the beginning of the 
present [the eighteenth century]. This change may be 
regarded as the necessary, though very late consequence of 
the extraordinary encouragement given to the industry of 
the towns. The stock accumulated in them comes in time 
to be so great that it can no longer be employed with the 
ancient profit in that species of industry which is peculiar 
to them. That industry has its limits like every other; and 
the increase of stock, by increasing the competition, neces¬ 
sarily reduces the profit. The lowering of profit in the town 
forces out stock to the country, where, by creating a new 
demand for country labour, it necessarily raises its wages. 
It then spreads itself, if I may say so, over the face of the 
land, and by being employed in agriculture is in part 
restored to the country, at the expense of which, in a great 
measure, it had originally been accumulated in the town” 
(p. 116). 

In Chapter XI of Book I Adam Smith then seeks to determine 
the natural rale of the rent of land —^thc third element that com¬ 
poses the value of the commodity. We reserve this lor later, 
after first returning again to Ricardo. 

This much is clear from the foregoing: when Adam Smith 
identifies the natural price or price of production of commodities 
with their value, he docs so after first abandoning his correct 
view of value and substituting for it the view which the pheno¬ 
mena of competition bring to the surl'acc. In competition the 
pric(^ of production, not the value, appears as the regulator 
of the market price—so to speak, as the immanent price, as 
the value of commodities. This price of production, however, 
in competition, itself in turn appears as given through the 
given average rates of wages, profit and rent. Consequently, 
Adam Smith seeks to establish these on their own account, 
independently of the value of the commodity and rather as 
elements of the natural price. Ricardo, whose principal task it 
was to refute this aberration of Adam Smith’s, accepts the 
result of it—necessary in Adam Smith’s view, but according 
to his own theory logically impossible—namely, the identity 
of values with prices of production. 



3. RICARDO’S CONCEPTION OF SURPLUS VALUE 


(a) Surplus Value and Profit 

Ricardo nowhere considers surplus value apart and as distin¬ 
guished from its particular forms—profit, interest and rent. 
For this reason his observations on the organic composition of 
capital, which are of such decisive importance, are limited 
to those differences in the organic composition w’hich he took 
over from Adam Smith, actually from the Physiocrats—namely, 
the differences arising from the process of circulation, fixed 
capital and circulating capital; while he nowhere touches 
upon or recognises the differences in the organic composition 
within the actual process of production. Hence his confusion 
of value with price of production, his false theoiy of rent, his 
erroneous laws relating to the causes of rises and falls in the 
rate of profit, and so on. 

In his observations on profit and wages Ricardo also abstracts 
from the constant part of the capital, which is not laid out in 
wages. He treats the subject as if the entire capital were 
directly expended on wages. To this extent therefore he deals 
with surplus value and not profit, and hence it is possible to speak 
of his having a theory of surplus value. On the other hand, 
however, he thinks he is speaking of profit as such, and in 
fact his work is everywhere full of views which have their 
origin in the preconceived idea of profit and not of surplus 
value. Where he correctly expounds the laws of surplus value, 
he falsifies them by presenting them as direct laws of profit. 
Elsewhere, he seeks to present the laws of profit directly, 
without the intermediate links, as laws of surplus value. 

When therefore we speak of his theory of surplus value, we 
are speaking of his theory of profit, in so far as he confuses the 
latter with surplus value, that is, profit considered only in 
relation to the variable capital, the part of capital expended 
in wages. We .shall deal later with what he says of profit as 
distinct from surplus value. 

It is so much in the nature of the case that surplus value 
can only be treated in relation to the variable capital, the 
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capital directly laid out in 'wages - and wilhovit the rexogiiition 
of surplus value no theory of ])rofit is ]>ossiblc—that Ricardo 
treats the entire ca])ital as variable capital and abstracts from 
the constant capital, although it is occasionally mentioned in 
the form of loans. 

In Chapter XXVI, “On Gross and Net Revenue”, Ricardo 
sj^eaks of: 

“Trades where profits are in proportion to the capital, and 

not in proportion to the quantity of labour employed” (p. 236). 

What clo<\s his whole doctrine ol* a\ crage jirofit, on which 
his theory of rent depends, mean but that profit is “in projior- 
lion to the capital, and not in proportion to the quantity of 
labour employed”? If it were “in proportion to llie C[uantity 
of labour employed”, then ecjual capitals would yield vi^ry 
unc({ual profits, inasiniu h as th(‘ir profit would be equal to the 
sur])lus value c rcatc'd in their own branch of jiroduction, while 
this surplus valiK' would depend not on tlie size of the capital 
as a whole, but on the size of the variable capital, which is 
equivalent to the quantity of labour employed. What then 
can it mean to ascribe to a particular us(' of capital, to particular 
trades by way of exception, tliat in them profits are in proi)or- 
tion to the (|uantity of capital employed and not to the 
quantity of labour employed? With a given rate of surplus 
value, the mass of surplus value for a certain capital must 
always depend not on the absolute size of the capital, but on 
the quantity of labour employed. On the other hand, if the 
average rate of profit is given, the amount of profit must 
always depend on the mass of the capital employed and not 
on the quantity of labour employed. Ricardo expressly men¬ 
tions “the carrying trade, the distant fon^ign trade, and trades 
where cxp(!iisive machinery is required” (p. 236). That is to 
say, he is speaking of trades which employ relatively much 
constant and little variable capital. These arc at the same lime 
trades in which, compared with others, the total amount of the 
capital advanced is large, or which can only be carried on with 
a large capital. Given the rate of profit, the amount of profit 
depends entirely on the size of the capitals advanced. This 
however in no way distinguishes the trades in which large 



Ricardo’s conception of surplus value 285 

capitals and much constant capital is employed (the two 
always go together), from the trades in which the capitals 
employed are small, but is only an application of the principle 
that capitals of equal size yi(dd profits of equal size, and 
therefore a larger capital yields more profit than a smaller. 
This has nothing to do with “the quantity of labour employed”. 
Whether the rate of })rofiL in general is large or small depends 
however on the total quantity of labour employed by the 
capital of the whole capitalist class; on the relative quantity 
of unpaid labour employed; and finally on the relation between 
th(‘ capital employed in labour and the capital that is merely 
reproduced as means of y)roduction. 

Ricardo himself, in Chapter Vlf, argues against the view 
“that the great profits which are sometimes made by particular 
merchants in foreign trade will elevate the general rale of 
])rofils in the country”. 

. . They contend that the equality of profits will be 
brought about by the general rise of profits; and I am of 
opinion that the profits of the favoured trade will speedily 
subside to the general level” (p. 78). 

We shall sec later how far his view is correct that exci^ptioiial 
profits, when not caused by a rise of the market price above 
the value, do not raise the general rate of profit in spite of the 
equalisation of profits; moreover, how far his view is correct 
that foreign trade and the extension of the market cannot 
raise the rate of profit. Hut granted that his view is correct 
on “the equality of profits” in general, how is it possible for 
him to distinguish trades “where profits are in proportion to 
the capital” from others where they arc “in proportion to the 
quantity of labour employed”? 

In the same Chapter XXVI, “On Gross and Net Revenue”, 
Ricardo says: 

“I admit that, from the nature of rent, a given capital 
employed in agriculture, on any but the land last cultivated, 
puts in motion a greater quantity of labour than an equal 
capital employed in manufactures and trade” (p. 236). 

'The whole statement is nonsense. In the first place, according 
to Ricardo, a greater quantity of labour is employed on “the 
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land last cultivated” than on all other land. From this arises, 
in his view, the rent on the other portions of land. How then 
docs it follow that on all other land except that “last cultivated” 
a given capital sets in motion more labour than in manufac¬ 
tures and trade? That the product of the better jiortions of 
land has a market value higher than its individual value, 
W'hich is conditioned by the quantity of labour that the capital 
cultivating them emjiloys, is surely not tlie same thing as that 
this capital “puts in motion a greater quantity of labour than 
an equal capital employed in manufactures and trade”? 
It might well have been correct, however, had Ricardo said 
that apart from differences in the fertility of land, rent in 
general springs from the fact that agricultural capital, in 
proportion to the constant part of the capital, puts in motion 
a greater quantity of labour than docs the average capital in 
the non-agricultural sjiheres of production. 

Ricardo overlooks the fact that, witli a given stirplus value, 
various causes may raise or lower and in general exert an 
influence on the profit. Because lie identifies surplus value 
wath profit, he therefore quite logically tri(‘s to show that rises 
and falls in the l ate of profit are d(;pendciit only on such 
circumstances as make the rate of surplus value rise or fall. 
He further overlooks the fact—apart from th(^ circumstances 
which, with a given amount of surplus value, influence the rate 
although not the amount of profit—that the rate of ]>rofit 
depends on the amount of surplus valuer and not in any way 
on the rate of surplus value. I'he quantity of surplus value 
depends on the organic composition of the capital, if the rate 
of surplus value, of the surplus labour, is given tJiat is to say, 
on the number of labourers which a capital of given value, 
say £\oo^ employs. When the organic composition of the 
capital is given, it depends on the rate of surplus value. It is 
therefore determined by the two factors—the number of 
simultaneously employed workers and the rate of surplus 
labour. If the capital increases, then the amount of the surplus 
value also increases, whatever its organic composition, if 
this remains only unchanged. But this docs not alter in any 
way the fact that this amount of surplus value remains the 
same for a capital of a given size, for example £ioo. If in this 
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case it is £10, then it is £100 for a capital of 5(^1,000; the 
proportion however is unchanged. 

In another passage, in Chapter XII on “Land-Tax”, 
Ricardo says: 

“I’here cannot be two rates of profit in the same employ¬ 
ment, and therefore when the value of produce is in different 
proportions to capital, it is the rent which will differ, and 
not the profit” (p. 121). 

This applies only to the normal rate of profit “in the same 
employment”. Otherwise it is in direct contradiction to the 
passage quoted earlier from Chapter II, “On Rent”. 

In Chapter XII, on “Land-Tax”, Ricardo makes the 
following statement in opposition to Say—and it shows how 
the Englishman is always keenly aware of the economic 
distinctions, while the Continental constantly forgets them: 

“M. Say supposes, ‘A landlord by his assiduity, economy, 
and skill to increase his annual revenue by 5,000 francs’; but 
a landlord has no means of employing his assiduity, economy, 
and skill on his land unless he farms it himself; and then it 
is in quality of capitalist and farmer that he makes the 
improvement, and not in quality of landlord. It is not 
conceivable that he could so augment the produce of his 
farm by any peculiar skill ’ on his part, without first increasing 
the quantity of capital employed upon it” (p. 119). 

In Chapter XIII, “Taxes on Gold”, which is important 
for Ricardo’.s theory of money, he gives some supplementary 
or further elucidations in connection with market price and 
natural price. They lead to the conclusion that the equalising 
of the two is efl'ected more or less rapidly according as the 
particular trade permits of a quick or slow increase or reduction 
of supply, which in turn is the same thing as a quick or slow 
bringing in or withdrawal of capital to or from the trade in 
question. 

“The rise in the price of commodities, in consequence of 
taxation or of difficulty of production, will in all cases 
ultimately ensue; but the duration of the interval before 
the market price will conform to the natural price must 
depend on the nature of the commodity, and on the facility 

' This is also true of ordinary “skill”, which is more or less just a phrase. 
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with wliich it can be reduced in quantity. If the quantity 
of the commodity taxed could not be diminished, if the 
capital of the farmer or of the hatter, for instance, could 
not be withdrawn to other employments, it wTmld be of no 
consequence that their profits were reduced below the 
general level by means of a tax; unless the demand for their 
commodities should increase, they would never be able to 
elevate the market price of C(>rn and of hats up to their 
increased natural price. Their threats to leave their employ¬ 
ments, and remove their capitals to more favoured trades, 
would be treated as an idle menace which could not be 
carried into effect; and consequently the price would not be 
raised by diminished production. (Commodities, however, of 
all descriptions, can be reduced in quantity, and capital 
can be removed from trades which are less profitable to 
those which arc! more so, but with different degrees of 
rapidity. In proportion as the supply of a particular commo¬ 
dity can be more easily reduced, without inconvenience to 
the producer, the price of it wall more quickly rise aft(T the 
difficulty of its production has been increased by taxation, 
or by any other means” (p. 122). 

‘The agreement of the market and natural prices of all 
commodities depends at all times on the facility with which 
the supply can be increased or diminished. In the case of 
gold, houses, and labour, as well as many other things, this 
effect cannot, under some circumstances, be speedily pro¬ 
duced. Hut it is different with those commodities which 
are consumed and reproduced from year to year, such as 
hats, shoes, corn, and cloth; they may be reduced, if neces¬ 
sary, and the interval cannot be long before the supply is 
contracted in proportion to the increased charge of producing 
them” (pp. 125 6). 

In the same Chapter XIII, dealing with “Taxes on Gold”, 
Ricardo says: “rent being not a creation, but merely a transfer 
of wealth” (p. 126). 

Is profit a creation of wealth, or is it not rather a transfer 
of surplus labour from the workman to the capitalist? In 
reality wages loo are not a creation of value; but they arc 
also not a transfer. I’hey arc the appropriation of a part of 
the product of labour by those who produced it. 

In the same chapter Ricardo says: 
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“A tax on raw produce from the surface of the earth 
will . . . fall on the consumer, and will in no way affect 
rent; unless by diminishing the funds for the maintenance 
of labour it lowers wages, reduces the population, and 
diminishes the demand for corn” (p. 126). 

Whether Ricardo is right in saying that “a tax on raw 
produce from the surface of the earth” falls neither on the 
landowner nor on the farmer, but on the consumer, docs not 
here concern us. I maintain however that if he is right, such 
a tax can raise rent; while he holds that it does not afi'ect 
rent except in so far as it reduces capital, population and the 
demand for corn, by making the means of subsistence, etc., 
dearer. Ricardo in fact imagines that a rise in the price of 
raw pi oducc affects the rate of profit only in so far as it makes 
the worker’s means of subsistence dearer. And it is true that 
only in this case can a rise in the price of raw produce affect 
the rate of surplus value and hence the surplus value, and 
therefore through this the rate of profit. But assuming a given 
surplus value, a rise in the price of raw produce from the 
surface of the earth would raise the value of the constant 
capita] in proportion to the variable, increase the proportion 
of constant capital to variable, and consequently lower the 
rate of profit and therefore raise the rent. Ricardo starts from 
the standpoint that in so far as a rise or fall in the price of 
raw produce does not affect wages, it does not affect profit; 
for, he argues (except in one passage, to which we shall return 
later), the rate remains unchanged whether the value of the 
capital advanced falls or rises. Jf the capital advanced rises in 
value, so also docs the product rise in value and similarly the 
part of the product which constitutes the surplus product, 
that is, tlie profit, ’fhe opposites is true when the capital 
advanced falls in value. I’his is only true if—whether as a 
result of a rise in price of the raw material, taxes, etc.—the 
values of variable and constant capital change in the same 
proportion. In this case the rate remains the same, because 
no change has occurred in Ihe organic composition of the 
capital. And even then it must be assumed—as is the case 
with temporary changes—that wages remain the same whether 
the raw produce rises or falls; that therefore the wage remains 

T 
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the same whether its use value rises or falls with the given, 
unchanging valui!. The following cases are possible. 

First the two principal subdivisions; 

A. I'hrough a change in the method of production the proportion 
between the amount of constant and variable capital employed 
changes. In this case the rate of surplus value remains the 
same, if it is assumed that the wages remain constant in value. 
But the surplus value itself is affected, if the number of work¬ 
men employed with ihc same capital—that is, the same 
variable capital—changes. If the constant capital falls rela¬ 
tively as a result of* the change in the method of production, 
thtrn the surplus value, therefore the rate of profit, increases. 
In the reverse case, the opposite is true. 

It is here throughout assumed that the value pro tanto, per 
lOO for example, of the constant and variable capital remains 
the same. 

In this case it is not possible for the change in the method of 
production to afl'cct the constant and tli(! vaiiable capital in 
equal degree—for the constant and variable capital, for 
example—without a change in value—to increase or fall 
equally. For here the necessity of the rise or fall is always 
bound up with a change in the productivity of labour. It is 
the difference^ not the equality, in the way they arc affected, 
that brings about a change in the method of production; and 
this has nothing to do with whether, with a given organic 
composition of capital, a large or small capital has to be 
employed. 

B. With the method of production remaining unchanged. When 
there is a change in the proportion of constant and variable capital.^ 
without a change in their relative amounts (so that each 
constitutes the same aliquot part of the total capital as before), 
as a result of a change in the value of the commodities which 
enter into either the constant or the variable capital. In tliis 
case there are the following possibilities: 

(1) The value of the constant capital remains the same; that 
of the variable rises or falls. This would always aflcct the 
surplus value, and through it, the profit. 

(2) The value of the variable capital remains the same; that 
of the constant rises or falls. In the first case the rate of profit 
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would fall, in the second it would rise. If both fall simul¬ 
taneously, but in unequal proportions, then one as compared 
with the other has always risen or fallen. 

(3) I'he value of the constant and of the variable capital are 
equally affected, whether both rise or both fall. If both rise, 
then the rate of profit falls—not however because the constant 
capital rises, but because the variable rises and in proportion 
to it the surplus value falls, inasmuch as only the value of the 
variable capital rises, although it sets in motion only the same 
number of workmen as before, perhaps even a smaller number. 
If both fall, then the rate of profit rises—not however because 
the constant capital falls, but because the variable falls in 
value, and therefore the surplus value is increased. 

C. When there is a change in the method of production and a change 
in the value of the elements which form the constant or variable capital. 
Ill this case one change may paralyse the other—if for example 
the amount of the constant capital increases while its value 
falls; or if its amount falls but its value rises in the same propor¬ 
tion. In this case there could be no change in the organic 
composition. The rate of profit would remain unchanged. 
Apart from agricultural capital, however, it can never happen 
that, as compared with the variable capital, its amount falls 
while its value rises. 

Except for this one case it is therefore only possible for the 
relative value and amount of the constant capital to rise or 
fall simultaneously in relation to the variable capital; therefore 
its value rises or falls absolutely as compared with the variable 
capital. This case has already been considered. Or it is possible 
for them to rise or fall simultaneously, but in unequal propor¬ 
tions. This, on the assumption made, always reduces itself to 
the case when the value of the constant capital rises or falls 
relatively to the variable. The latter case in fact includes the 
other. Tor if its amount rises, then the amount of the variable 
relatively falls, and vice versa. Similarly with the value. 

In regard to case C it should also be noted: 

It would be possible for tlic wages to rise but the constant 
capital to fall, in value, not in amount. If the rise and fall 
however counterbalanced each other at the tw'o ends, then the 
rate of profit could remain the same. 
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Li‘t US lake iin example; 

Constant Variable Surplus Value of the Capital Rate of 

Capital Capital Value Product Advanced Profit 

£60 £40 £20 £120 £iih) 20 per cent. 

If tlie coustiiiit capital falls while at the same time the 
variable rises, the most dixerse cornbinalions might arise: 

Comtant Variable Surplus Value of the Capital Rate of 

Capital Capital Value Product Advanced Piofit 

£A0 £50 II?. percent. 

The rat(; of profit would hav(' fallen well below 20 per cent. 
As against this, take tho^ case: 

Constant Variable Surplus Value of the Capital Rate of 

Capital Capital Value Product Advanced Profit 

£30 £45 £15 £9^> £75 20 per cent. 

Thus in this case the two movements cancel each other out 
entirely. 

Or again; 

Constant I 'ariable Surplus Value of the Capital Rale of 

Capital Capital Value Product Advanced Profit 

£20 £45 £15 £»^> £^>r) 23A percent. 

Thus in this case even if the surplus value fell the rate of 
jirofjt could rise, owing to the proportionately gnxittn- fall in 
the value of the constant capital. With the same /^loo capital 
more workers could be employed in spite of' the rise in wag(;s 
and the fall in the rate of surplus value. In spilt; of the fall in 
the rate of surplus value, the surplus value itself, and hence 
the profit, would increase, because the number oI‘ workers 
had inen^ased. The j)roportioii in the abovt; cxxample of 20c 
and 45?', with a capital outlay of 100, in fact gives us the 
following: 


Constant 

Variable 

Surplus 

Value of the 

Capital 

Rate of 

Capital 

Capital 

Value 

Product 

Advanced 

Profit 

£3018 

£69A 


£‘23 A 

£u)0 

23 per cent. 

The 

relation 

between 

the rate of 

surplus value and the 


number of workers is here of great importance. Ricardo never 
considers it. 

It is clear that what has here been considered as a variation 
within the organic composition of a capital itself can apply 
equally to tlic case where there is a difference in organic 
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composition as between dilferent capitals, capitals in different 
spheres. 

First: Instead of a variation in the organic composition of a 
smgle capital a difference in the organic composition of 
different capitals. 

Second: A change in organic composition through a change 
in value of the two parts of a single capital; similarly, a differ¬ 
ence in the value of raw materials and machinery employed 
by diflerent capitals, 'fhis does not hold good for tiu; variable 
capital, as equal wages in the various branclu's of jiroduclion 
arc assumed. 'I’he difference in thc! value of different working 
days in the various branches of production has nothing to do 
with the matter. If the lalxmr of a goldsmith is dearer than 
that of a day labourer, the surplus labour time of tlie goldsmith 
is worth proportionately more than that of the day labourer. 
In Chapter XV, “Taxes on Profits”, Ricardo says: 

“Taxes on those commodities which are generally deno¬ 
minated luxuries fall on those only who make use of them.... 
But taxes on necessaries do not affect the consumers of 
necessaries in proportion to the quantity that may be 
consumed by them, but often in a much higher proportion. 
A tax on corn, we have observ^ed, not only affects a manufac¬ 
turer in the proportion that he and his family may consume 
corn, but it alters the rate of profits of stoc^k, and therefore 
also affects his income. Whatever raises the wages of labour, 
low'ers the profits of stock; therefore every tax on any com¬ 
modity consumed by the labourer has a tendency to lower 
the rale of profits” (p. 132). 

Taxes on consumers arc at the sami! time taxes on producers, 
in so far as tlie object taxed enters not only into individual 
consumption but also into industrial consumption. This 
however holds good not only for the means of subsistence 
consumed by the workman, but for all materials which arc 
industrially consumed by the capitalist. Every such tax reduces 
the rate of profit, because it raises the value of the constant 
capital in relation to the variable. For example, a lax levied 
on flax, or on wool. The flax rises in price. The flax spinner, 
therefore, can no longer buy the same quantity of flax with a 
capital of 100. As the method of production has remained the 
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same, he needs the same number of workers to spin the same 
quantity of flax. But the flax has more value than before, in 
relation to the capital advanced as wages. Therefore the rate 
of profit falls. 'I’hc rise in the price of the linen yarn does not 
help him over the difficulty. I’he absolute level of this price is 
in any case a matter of indifference to him. What matters is 
only the excess of the price over the price of the capital 
advanced. If he were now to raise the price of the total product 
not only by th(‘ higher jirice of the flax, but to such an extent 
that the saiiK' quantity of yarn would yield him the same 
profit as before, then the demand—which is already falling 
as a result of the higher price of the raw material of the yarn— 
would fall still further as a result of the artificial rise in price 
due to increasing the profit. In spite of tlie fact that the average 
rate of profit is given, tViis increase in price in such cases would 
not work. 

In the same chapter Ricardo says: 

“In a former part of this work we discussed the effects of 
the division of capital into fixed and circulating, or rather 
into durable and perishable capital, on the prices of 
commodities. We showed that two manufacturers might 
employ precisely the same amount of capital, and might 
derive from it precisely the same amount of profits, but 
that they would sell their commodities for very different 
sums of money, according as the capitals they employed 
were rapidly, or slowly^ consumed and reproduced. The 
one might sell his goods for 5(^4,000, the other for 5^^10,000, 
and they might both employ 10,000 of capital, and obtain 
20 per cent, profit, or ^'2,000. The capital of one might 
consist, for example, of £2,000 circulating capital, to be 
reproduced, and £8,000 fixed, in buildings and machinery; 
the capital of the other, on the contrary, might consist of 
£8,000 of circulating, and of only £2,000 fixed capital in 
machinery and buildings. Now, if each of these persons 
were to be taxed 10 per cent, on his income, or £200, the 
one to make his business yield him the general rate of profit 
must raise his goods from £10,000 to £10,200; the other 
would also be obliged to raise the price of his goods from 
£4,000 to £4,200. Before the tax, the goods sold by one of 
these manufacturers were 2^ times more valuable than the 
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goods of the other; after the tax they will be 2.42 times 
more valuable: the one kind will have risen two per cent.: 
the other five per cent.: consequently a tax upon income, 
whilst money continued unaltered in value, would alter 
the relative prices and value of commodities” (pp. 133-4). 

It is in this final “and”—“prices and value”—that the error 
lies. This change in price would only show—just as in the case 
of a different division of capital as between fixed and circulat¬ 
ing—that in order to produce the average rate of profit the prices 
which arc determined and regulated by it—that is to say, the 
]3riccs of production—arc very difieremt from the values of the 
commodities, 'riiis most important aspect of the question 
simply does not exist ibr Ricardo. 

In the same chapter he says montover: 

“If a country were not taxed, and money should fiill in 
value, its abundance in every market^ would |)roducc 
similar effects in each. If meat rose 20 per cent., bread, 
beer, shoes, labour, and every commodity would also rise 
20 per cent.; it is necessary that they should do so, to secure 
to each trade the same rate of profits. But this is no longer 
true when any of these commodities is taxed; if, in that case, 
they should all rise in proportion to the fall in the value of 
money, profits would be rendered unequal; in the case of 
the commodities taxed, profits would be raised above the 
general level, and capital would be removed from one 
employment to another, till an equilibrium of profits was 
restored, which could only be after the relative prices were 
altered” (p. 135). 

And so the equilibrium in the general rate of profit is 
brought about by the relative values^ the actual values of the 
commodities, being altered and so levelled out between each 
other that they are related to each other not on the basis of 
their actual values but on the basis of the average profit 
which they must yield. 

{b) Quantity of Labour and Value of Labour 
Ricardo opens Chapter I, “On Value”, with the following 
superscription at the head of Section 1 : 

^ Here he has the ridiculous notion that a fall in the value of money must be 
accompanied by its abundance in every market. 
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“The value of a commodity, or the quantity of any other 
commodity for which it will exchange, depends on the 
relative quantity of labour which is necessary for its produc¬ 
tion, and not on the greater or less compensation which is 
paid for that labour” (p. 5). 

In this passage Ricardo opens his book—in the style 
which runs right through his enquiry—with the statement 
that the determination of the value of commodities by labour 
time is not inconsistent with wages, that is, the varying 
compensation paid for that labour time or that quantity of 
labour. From the very outset he directs his attack against 
Adam Smith’s confusion between tlu! determination of the 
value of commodities by the relative quantity of labour 
nec(‘ssary for their production, and the value of the labour 
(or the compensation paid for labour). 

It is clear that the proportional quantity of labour contained 
in two commodities A and B is absolutely unaffected by 
whether the workers who jtroduce A and B receive much or 
little out of the product of their labour. The value of A and B 
is determined by the (juaritity of labour which their production 
costs, but not by the costs of the labour for tlu! owners of 
A and B. Qiiiantity of labour and value of labour arc two dif¬ 
ferent things. The quantity of labour contained in A and B 
respectively has nothing to do with how much of the labour 
contained in A and B has been paid for by the ow'iiers of A 
and B or even performed by the owners of* A and B themselves. 
A and B exchange for each other not in jiroportion to the 
paid labour they contain, but in proportion to the total 
quantity of labour contained in them, paid and unpaid. 

“Adam Smith, who so accurately defined the original 
source of exchangeable value, and who was bound in 
consistency to maintain that all things became more or less 
valuable in proportion as more or less labour was bestowed 
on their production, has himself erected another standard 
measure of value, and speaks of things being more or less 
valuable in proportion as they will exchange for more or 
less of this standard measure ... as if these were two equiva¬ 
lent expressions, and as if, because a man’s labour had 
become doubly efficient, and he could therefore produce 
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iwicc the quantity of a commodity, he would necessarily 
receive twice the former quantity in cxchanire for it [that is, 
for his labour]. If this indeed were true, if the reward of 
the labourer w'cre always in proportion to what he produced, 
the quantity of labour bestowed on a commodity, and the 
quantity of labour which that commodity would purchase, 
would be equal, and either might accurately measure the 
variations of other things; but tlicy are not equal” (p. 7). 

Adam Smith nowhere asserts that the two arc “equivalent 
expressions”. On the contrary, he says: Because in capitalist 
production the workman’s wage is no longer equal to his 
})r()duct, therefore the quantity of labour that a commodity 
costs, and the quantity of labour that the workman can buy 
with this labour, are two different things; precisely for this reason 
the relative quantity of labour contained in commodities 
ceases to determine their value, which becomes determined 
rather by tlic^ value of the labour, by tlie quantity of labour 
which 1 can buy or command with a definite amount of 
commodities. For this reason the value of labour, instead of 
the relative quantity of labour, is the measure of value. 
Ricardo’s reply to Adam Smith is correct - that the relative 
quantity of labour which is contained in tw^o commodities is 
ill no way affected by how^ much of this quantity of labour 
falls to the share of the workmen themselves, by how this 
labour is rcw'arded; that therefore, if the relative quantity of 
labour was the measure of the value of commodities before 
wages came into existence (wTiges that differed from the value 
of the product itself), there is absolutely no reason why it 
should not remain the measure after wages came into existence. 
He rightly contends that Adam Smith could have used the 
two expressions so long as they were equivalent, but that this 
is no ground for using the wrong expression instead of the 
right one when they have ceased to be equivalent. 

But Ricardo has thereby in no way solved the problem which 
is the inner cause of Adam Smith’s contradiction. Value of 
labour and quantity of labour remain synonymous “expressions” 
so long as what we are talking of is materialised labour. They 
cease to be so when materialised labour and living labour are 
exchanged for each other. Two commodities exchange in 
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proportion to the labour materialised in them. Equal quantities 
of materialised labour are exchanged against each other. 
The labour time is their measure of value, but precisely for 
this reason they are “more or less valuable in proportion as 
they will exchange for more or less of this standard measure”. 
If one working day is contained in commodity A, it exchanges 
against any quantity whatsoever of commodities in which 
similarly oik^ working day is contained; and it is “more or 
less valuable” in proportion as it will exchange for more or 
less materialised labour in other commodities, for this exchange 
relationship expresses, is identical with, the relative quantity 
of labour which it itself contains. 

Now wage labour, however, is a commodity. It is even the 
basis on which the production of products as commodities 
takes place. And the law of values docs not hold good in 
relation to it. Therefore this law by no means governs capitalist 
production. Therein lies a contradiction. 

This is the first problem for Adam Smith. "I’he second— 
which we shall find further amplified by Malthus—lies in the 
fact that the utilisation of a commodity as capital does not 
depend on the labour it contains, but on the extent to which 
it commands the labour of others, gives control over a greater 
quantity of other labour than it itself contains. This is actually 
a second latent reason for the assertion that with the emtrrgcnce 
of capitalist production the value of commodities is determined, 
not by the labour they contain, but by the living labour which 
they command, that is, by the value of labour. 

Ricardo answers simply that this is how things are in 
capitalist production. He not only does not solve the problem. 
He does not even notice it in Adam Smith’s work. In con¬ 
formity with the whole plan of his investigation, he is content 
to show that the changing value of labour—in short, wages— 
does not negate the determination of the value of commodities 
other than the labour itself by the relative quantity of labour 
contained in them. “They are not equal”—that is, “the quan¬ 
tity of labour bestowed on a commodity, and the quantity of 
labour which that commodity would purchase”. He contents 
himself with stating this fact. But what is it that makes the 
commodity labour different from other commodities? The 
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former is living labour^ the latter materialised labour. They are 
therefore only two different forms of labour. Since the difference 
is only one of form, why should a law apply to one that does 
not apply to the other? Ricardo does not answer this question; 
he does not even raise it. 

Nor does it help at all when he says: 

“Is not the value of labour . . . variable; being not only 
affected, as all other things^ are, by the proportion between 
the supply and demand, which uniformly varies with every 
change in the condition of the community, but also by the 
varying price of food and other necessaries, on which the 
wages of labour are expended?” (p. 8). 

That the price of labour, like that of other commodities, 
changes with demand and supply proves nothing, according to 
Ricardo himself, when what is in question is the value of the 
labour, any more than this change of price with demand and 
supply proves anything in regard to the value of other commo¬ 
dities. That “wages”—which is only another expression for 
the value of labour—arc influenced by “the varying price of 
food and other necessaries, on which the wages of labour arc 
expended”, proves however just as little why the value of 
labour is (or appears to be) determined in any other way than 
the value of other commodities. For these other commodities 
too are affected by changes in the price of other commodities 
wliich enter into their production, and against which they 
arc exchanged. And the spending of the wages on food and other 
necessaries is after all nothing but the exchange of the value of 
the labour against food and other necessaries. The question 
is just this—why is it that labour docs not exchange, for tlie 
commodities against which it is exchanged, in accordance 
with the law of value, on the basis of the relative quantities 
of labour? 

Once the law of value is assumed, the question—put in 
this way—^is in its nature insoluble, and insoluble because in 
it labour as such is counterposed to commodity, a definite 
quantity of immediate labour as such to a definite quantity 
of materialised labour. 

This weakness in Ricardo’s argument, as we shall see later, 

^ This should read: commodities. 
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has contributed to the disintegration of his school and has led 
to the putting forward of absurd hypotheses. 

Wakefield is right when he says: 

“Treating labour as a commodity, and capital, the 
produce of labour, as another, then, if the value of these 
two commodities were regulated by equal quantities of 
Labour, a given amount of labour would, under all circum¬ 
stances, exchange for that quantity of capital which had 
been produced by the same amount of labour; antecedent 
labour . . . would always exchange for the same amount 
of present labour . . . but the value in relation to other 
commodities, in so far, at least, as wages depend upon 
share, is determined, not by equal quantities of labour, but 
by the proportion between supply and demand” (E. G. 
Wakefield, Note on p. 231 of Vol. I of his edition of Adam 
Smith’s Wealth of Nations^ London, 1836). 

This is also one of Bailey's hobby-horses, as we shall see 
later; and also of Say's, who much rejoices in the assertion that 
here at any rate demand and supply an; tlie decisive factors. 

Another point to be noted here is that Section III of Chapter 
I of Ricardo’s book bears the following superscription: 

“Not only the labour applied immediately to commodities 
affect their value, but the labour also which is bestowed 
on the implements, tools, and buildings, with wdiich such 
labour is assisted” (p. 13). 

'Iherefore the value of a commodity is to the same extent 
determined by the quantity of materialised (past) labour and 
by the quantity of living (immediate) labour necessary to its 
production. In other words, the quantities of labour are in no 
way affected by the formal dilfercncc—whether the labour is 
materialised or living, past or present (immediate). If this 
difference has no significance so far as the determination of the 
value of commodities is concerned, why does it become of 
such decisive importance when past labour, capital, is ex¬ 
changed with living labour? Why in this case should it invali¬ 
date the law of value, since the difference in itself, as is clear 
in the case of commodities, has no significance for the deter¬ 
mination of value? Ricardo docs not answer this question—he 
does not even raise it. 
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(f) Value of Labour Power and Value of Labour 

In order to determine market value Ricardo like the 
Physiocrats, Adam Smith, etc.—has first to determine the value 
of labour power, or as lie puts it, followinp; Adam Smith and his 
predecessors, the value of labour. How then is the value or 
natural price of labour determined? In Ricardo’s view the 
natural price is in fact nothing but the expression of value in 
money. Chapter V, “On Wages’', begins with the words: 

“Labour, like all other things which arc purchased and 
sold, and which may be increased or diminished in quantity,^ 
has its natural and its market price. I'he natural price of 
labour is that price which is necessary to enable the labourers, 
one with another, to subsist and to perpetuate their race, 
without either increase or diminution.”- 

“The power of the labourer to support himself, and the 
family which may be necessary to keep up the number of 
labourers . . . depends on the price of the food, necessaries 
and conveniences required for the support of the labourer 
and his family. With a rise in the price of food and necessaries, 
the natural price of labour will rise; with the fall in their 
price, the natural price of labour will fall” (p. 52). 

”It is not to be understood that the natural price of 
labour, estimated even in food and necessaries, is absolutely 
fixed and constant. It varies at different times in the same 
country, and very materially dilTers in dift'erent countries. 
It essentially depends on the habits and customs of the 
people” (pp. 54-5). 

Thus the value of labour is determined by the means of sub¬ 
sistence for the maintenance and reproduction of the labourers 
which arc traditionally necessary in a given society. 

But why? By what law is the value of labour so determined? 
Ricardo has in fact no answer except that the law of supply 
and demand reduces the average price of labour to the means 
of subsistence necessary to the maintenance of the labourer— 
j)hysically or socially necessary in a given society. Here, in 
the groundwork of the whol(‘ system, he determines value by 

^ That is to say, like all other cofiimodities. 

2 This should read: with that rate of increase which the average progress of 
production requires. 
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demand and supply, as Say notes with malicious pleasure. 
(Sec Constanzo’s translation.) 

He should have spoken of labour power instead of speaking 
of labour. Had he done so, however, capital would also have 
been revealed as the material conditions of labour confronting 
the labourer as a power that had become independent of him. 
And capital would at once have been revealed as a definite 
social relationship. As it is, for Ricardo it is only distinguished 
as “accumulated labour” from “immediate labour”. And it is 
something purely material, a mere clement in the labour 
process-boTCi which the relation between labour and capital, 
wages and profit, can never be developed. 

“Capital is that part of the wealth of a country which is 
employed in production, and consists of food, clothing, tools, 
raw materials, machinery, etc., necessary to give effect to 
labour ” (p. 53). 

“Less capital, which is the same thing as less labour” 
(p. 44). 

“Labour and capital (thatis, accumulated labour)” (p. 280). 

The jump which Ricardo makes here is correctly sensed by 
Bailey. 

“Hence Mr. Ricardo, ingeniously enough, avoids a 
difficulty, which, on a first view, threatens to encumber his 
doctrine, that value depends on the quantity of labour 
employed in production. If this principle is rigidly adhered 
to, it follows, that the value of labour depends on the 
quantity of labour employed in producing it—which is 
evidently absurd. By a dexterous turn, therefore, Mr. 
Ricardo makes the value of labour depend on the quantity 
of labour required to produce wages, or, to give him the 
benefit of his own language, he maintains, that the value of 
labour is to be estimated by the quantity of labour required 
to produce wages, by which he means, the quantity of 
labour required to produce the money or commodities 
given to the labourer. This is similar to saying, that the 
value of cloth is to be estimated, not by the quantity of 
labour bestowed on its production, but by the quantity of 
labour bestowed on the production of the silver, for which 
the cloth is exchanged” [A Critical Dissertation on the Nature^ 
Measures^ and Causes of Value^ etc,^ pp. 50-1). 
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Literally^ the objection here raised is correct. Ricardo dis¬ 
tinguishes between nominal wages and real wages. The nominal 
wage is the wage expressed in money, the money wage. The 
nominal wage is “the number of pounds that may be annually 
paid to the labourer”; but the real wage is “the number of 
days’ work necessary to obtain those pounds” (p. 88), 

As the wage is equal to the labourer’s necessary means of 
subsistence, and the value of this wage (the real wage) is 
equal to the value of these means of subsistence, it is obvious 
that the value of these means of subsistence is also equal to 
the I'cal wage—equal to the labour which it can command. 
If the value of the means of subsistence changes, then the 
value of the real wage changes. Assume that the labourer’s 
means of subsistence consist only in corn, and that the quantity 
of means of subsistence he requires is one quarter of corn per 
month. Then the value of his month’s wage is efjual to the 
value of one quarter of corn; if the value of the quarter of 
corn rises or falls, tlien the value of the month’s labour rises 
or falls. But however the value of tlic quarter of corn may rise 
or fall, however much or little labour may be contained in the 
quarter of corn, it is always equal to the value of one month’s 
labour. And here we have the hidden ground for Adam 
Smith’s statement that as soon as capital, and consequently 
wage labour, intervenes, it is not the quantity of labour 
expended on a product, but the quantity of labour that it 
can command, that regulates its value. The value of the corn 
(and other means of subsistence) determined by labour time 
changes; but so long as the natural price of labour is paid, the 
quantity of labour that the quarter of corn can command 
remains the same. It has therefore a permanent relative value 
as compared with corn. For that reason Adam Smith too 
treats labour and corn (representing means of subsistence)— 
sec D. Hume—as the measure of value, since a definite quantity 
of corn, so long as the natural price of labour is paid, com¬ 
mands a definite quantity of labour, whatever may be the 
quantity of labour expended on a quarter of corn. The same 
quantity of labour always commands the same use value, or 
rather the same use value always commands the same quantity 
of labour. It is through this that Ricardo himself determines 
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the value of labour, its natural price. He says: the quarter of 
corn has a value that greatly varies, although it always com¬ 
mands or is commanded by the same quantity of labour. 
Yes, says Adam Smith, however the value, determined by 
labour time, of a quarter of corn may change, the worker 
must always pay (sacrifice) the same (juantity of labour in 
order to buy it. 'I’hus the value of corn changes, but the 
value of labour docs not change, for one month’s labour is 
equal to one quarter of corn. Moreover, the value of the corn 
changes only in so far as we take into account the labour 
necessary to its production. If on the other hand we consider 
the quantity of labour against which it exchanges, which it 
puts in motion, its value docs not change. And that is precisely 
why the quantity of labour for which a quarter of corn is 
exchanged is the normal measure of value. The values of 
other commodities, however, have the same relation to labour 
as they have to corn. A given quantity of corn commands a 
given amount of labour. A given amount of every other 
commodity commands a certain amount of corn. Therefore 
every' other commodity, or rather the value of every other 
commodity, is expressed through the amount of labour that it 
commands, since it is expressed through the quantity of corn 
that it commands, and the latter is expressed through the 
quantity of labour commanded by it. 

But how is the relative value of other commodities to corn 
(necessary means of subsistence) determined? By the quantity 
of labour which th(*y command. And how is the quantity of 
labour which they command determined? By the quantity of 
corn which the labour commands. Here Adam Smith of 
necessity falls into a vicious circle. Nevertheless, it may be 
noted in passing, he never makes use of this measure of value 
where he is really developing his theory. But although he and 
Ricardo say that “labour is the foundation of the value of 
commodities”, while “the comparative quantity of labour 
which is ncc:essary to their production” is the measure which 
determines the quantities of goods which shall be given in 
exchange for each other (Ricardo, p. 48)—in this passage 
Adam Smith is nevertheless confusing, as Ricardo too often 
does, labour the intrinsic measure with money the external 
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measure, which already presupposes that the value is deter¬ 
mined. 

Adam Smith errs by concluding from the fact that a definite 
quantity of labour is exchangeable for a definite quantity of a 
use value, that this definite quantity of labour is the iTK^asure of 
value, that it always has the same value, while the same quantity 
of a use value can represent widely diflerent exchange values. 
But Ricardo errs twice over, inasmuch as firstly lie does not 
understand the problem which gave rise to Adam Smith’s 
mistake; secondly, entirely ignoring the law of value of 
commodities and taking refuge in the law of demand and 
supply, he even determines the value of labour, not by the 
quantity of labour expended in the production of labour 
power, but by the quantity of labour expended in the produc¬ 
tion of the wages falling to the share of the labourer. Thus 
actually he says: the value of labour is determined by the 
value of the gold which is paid for it! And what determines 
this? What determines the amount of gold that is paid? The 
quantity of use value that a definite quantity of labour com¬ 
mands or the quantity of labour that a definite quantity of 
use value commands. And thereby he falls into the very non 
sequitur which he condemned in Adam Smith. 

At the same time, as we have seen, this j)revents him from 
grasping the specific distinction between commodity and capital, 
between the exchange of commodity for commodity and the 
exchange of capital for commodity, in conformity with the 
law of exchange of commodities. 

{d) Surplus Value 

Apart from his confusion between labour and labour power, 
Ricardo’s analysis of the average wage or the value of labour 
is correct. He says in fact that it is determined neither by the 
money nor by the means of subsistence which the labourer 
receives, but by the labour time which it costs for its produc¬ 
tion—by the quantity of labour materialised in the labourer’s 
means of subsistence. This he calls the real wages. (Sec later.) 

This determination of the value of labour is, incidentally, 
necessary for his theory. Since the value of labour is deter¬ 
mined by the value of the necessary means of subsistence on 
u 
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which this value is to be expended, and the value of the means 
of subsistence as of all other commodities is determined by the 
quantity of labour expended on them, it naturally follows 
that the value of labour is equal to the value of the necessary 
means of subsistence, which is equal to the quantity of labour 
expended on them. 

However correct this formula is—if we leave out of account 
the direct opposition betw^een labour and capital—it is never¬ 
theless not adequate. I'he individual labourer may produce 
products which do not in any way enter into his consumption; 
and even when he produces necessary means of subsistence, 
what he produces, owing to the division of labour, is only one 
kind of means of subsistence, for example corn, and he gives 
it only one particular form, for example the form of corn, not 
of bread. But though he does not directly produce the products 
by which he lives, he produces in replacement of his wages— 
reproduces, if we take the continuity of this process into 
account—commodities of the value of his means of subsistence, 
or he produces the value of his means of subsistence. This 
means therefore, if we consider his average daily consumption, 
that the labour time w'hich is contained in his daily means 
of subsistence forms one part of his working day. He works 
one part of the day to reproduce the value of his means of 
subsistence; the commodities produced during this part of 
his working day have the same value, or contain a labour 
time equal to that contained in his daily means of subsistence. 
It depends on the value of these means of subsistence, and 
therefore on the social productivity of labour and not on the 
productivity of the particular branch of industry in which he 
works, how large a part of his working day is devoted to the 
reproduction or production of the value, that is, the equivalent, 
of his means of subsistence. Ricardo of course assumes that 
the labour time contained in his daily means of subsistence is 
equal to the labour time which the labourer must work each 
day in order to reproduce the value of these means of sub¬ 
sistence. 

But by not directly showing that one part of the labourer’s 
working day is set aside for the reproduction of the value of 
his own labour power, Ricardo introduces a difficulty and 
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obscures the clear comprehension of the n^lationship. Hence 
arises a twofold confusion. The origin of surplus value becomes 
unclear—and for this reason Ricardo is reproached by his 
successors for having failed to grasp the natur<'. of surplus 
value, for having failed to explain it. 'fo this the scholastic 
attempts of his successors to explain it are partly due. More¬ 
over, because the origin and nature of surplus value ar(‘ 
not clearly conc(‘ivcd, the surplus labour plus the necessary 
labour, in short the total working day, is considered as a 
fixed magnitude; the differences in the amount of the surplus 
value are overlooked, and the productivity of capital, its 
drive for surplus labour—on the one hand for absolute surplus 
labour, and then its innate urge to shorten the necessary 
labour time—arc not recognised, and therefore the historical 
justification for capital is left unexplained. Adam Smith, on 
the other hand, had already stated the correct formula. 
Important as it was to resolve value into labour, it was of 
equal importanc(! to resolve sui^plus value into surplus labour, 
and to do so in explicit terms. 

Ricardo starts from the actual fact of capitalist production. 
The value of labour is smaller than the value of the product 
which it creates. The value of the product is therefore greater 
than the value of the labour which produces it, or the value of 
the wages. The excess of the value of the product over the 
value of the wages is equal to the surj)lus value. Ricardo says 
wrongly the profit, but as previously noted he here identifies 
profit with surplus value and is in fact speaking of the latter. 
For him it is a fact that the value of the product is greater 
than the value of the wages. How this fact arises remains 
unclear. The total working day is greater than the part of' the 
working day required for the production of the wage. Why? 
That does not emerge. The magnitude of the working day is 
therefore wrongly presupposed as fixed, and from this follow 
consequences that are directly false. The increase or reduction 
of surplus value can tliercfore be explained only from the 
growing or diminishing productivity of social labour, which 
produces the means of subsistence. That is to say, only relative 
surplus value is understood. 

It is evident that if the labourer needed his whole day to 
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produce his own means of subsistence—that is to say, to produce 
commodities equal to his own means of subsistence—no surplus 
value would be possible, and therefore no capitalist production 
and no wage labour. In order for the latter to exist, the 
productivity of social labour must be sufficiently developed 
for there to be some excess of the total wxirking day over the 
labour time necessary for the reproduction of the wages, 
surplus labour of some amount. But it is equally evident that 
with a given labour lime, a given length of the working day, 
the productivity of labour may be very different; and on the 
other hand that with a given productivity of labour the labour 
time, the length of the w'orking day, may be very different. 
It is moreover clear that if a certain devel()j:)incnt of the 
productivity of labour must be assumed in order for surplus 
labour to exist, the mere possibility of this surplus labour, 
that is, the existence of that necessary minimum productivity 
of labour, does not in itself make it actual. In addition, the 
labourer must first be compelled to work in excess of that 
time; and this compulsion is exerted by capital. This is missing 
in Ricardo, and hence also the whole struggle over the regula¬ 
tion of the normal working da)^ 

At a lower stage in the development of the social productive 
powder of labour, when thcrefoTc the surplus labour is relatively 
small, the class of those who live on the labour of others is in 
general small in relation to the number of labourers. Propor¬ 
tionately to this number, it can grow to a very significant 
degree, in the measure that productivity, and therefore relative 
surplus value, develops. 

It is moreover incontestable that the value of labour varies 
at different times in the same country, and very materially 
differs in different countries. Nevertheless, it is the temperate 
zones that are the home of capitalist production. The social 
productive power of labour may be very undeveloped, and yet 
this may be counterbalanced in the production of the means of 
subsistence, on the one hand by the fertility of the natural 
factors such as the land, and on the other by the limited 
needs of the inhabitants owing to the climate, etc.—both of 
which apply in India for example. Where conditions arc 
unfavourable, the minimum of wages may be very small 
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quantitatively in use values owing to the undeveloped state 
of social needs, although this minimum may cost much labour 
to produce. But even if the labour necessary for its production 
were only of average quantity, the surplus value produced— 
even though high in proportion to the wage, to the necessary 
labour time, that is, even with a high rate of surplus value— 
when expressed in use values would be proportionately just as 
paltry as the wage itself. 

Let the necessary labour time be 10, the surplus labour 2; 
and the total working day 12 hours. If the necessary labour 
time were 12, the surplus labour 2?, and the total working 
day 14? hours, the values produced would be very different. 
In the first case they would be equal to 12 hours, in the second 
to 14s hours. So also would be the absolute size of the surplus 
values. In the first case the surplus value would be equal to 
2 hours, in the second to 2f hours. Nevertheless the rate of 
surplus value or of surplus labour would be the same, since 
2 : 10 is equal to 2.? : 12. If in the second case the variable 
capital laid out were larger, so also would be the surplus value 
or surplus labour appropriated by it. If in the latter case the 
surplus labour were to increase by 5- of an hour instead of 
I, so that it was (;qual to 3 hours, and the total working day 
were 15 hours, the rate of surplus value would have risen, 
although the necessary labour time or the minimum of wages 
had increased, for 2 : 10 is equal to i, but 3:12 is equal to 
Both could happen, if as a result of corn, etc., becoming dearer 
the minimum of wages had risen from 10 to 12 hours. Even in 
this case therefore not only might the rate of surplus value 
remain the same, but the mass and rate of surplus value might 
increase. 

But suppose that the necessary wage were 10 as before, the 
surplus labour 2, and all other conditions remained the same— 
that is to say, no account is taken of lowered production costs 
for constant capital. Then let the labourer work 25 hours 
longer, appropriating for liimsclf 2 hours, while the § consti¬ 
tutes surplus labour. In this case wage and surplus value would 
increase in equal proportion, the former however representing 
more than the necessary wage or the necessary labour time. 

If we take a given magnitude and divide it into two parts, 
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it is dear that one part can only increase to the extent that 
the oilier diminishes, and vice versa. But with increasing (fluent) 
magnitudes this is by no means the case. And the working 
day is such an increasing magnitude, so long as no normal 
working day has been won. In the case of such magnitudes 
both parts may increase, either in equal or in unequal degree. 
The increase of one is not conditioned by the diminution of 
the other, and vice versa. This then is also the only case in which 
wages and surplus value can both increase, and even possibly 
increase in equal proportions measured in exchange value. 
So far as the use value is concerned, it is self-evident that it 
may increase even though for example the value of the labour 
declines. From 1797 to 1815, when in England the price of 
corn and the nominal wage rose considerably, the number of 
hours worked daily rose considerably in the principal industries, 
which were then also in a stage of reckless expansion. I believe 
that this checked the fall in the rate of profit, through the 
increased rate of surplus value. In this case, however, whatever 
the circumstances, the normal working day is lengthened and 
the labourer’s normal span of life, hence the normal duration 
of his labour power, correspondingly shortened. This applies 
when such a lengthening of the working day remains constant. 
If it is only temporary, to compensate for a temporary rise in 
the cost of wages, its only coasequenccs—except for children 
and women—may be to prevent the fall in the rate of profit 
in those enterjiriscs where a prolongation of the labour time is 
in the nature of the case possible. This is least of all the case 
in agriculture. 

Ricardo paid no attention whatever to this, because he 
investigated neither tlie origin of surplus value nor absolute 
surplus value, and therefore treats the working day as a fixed 
quantity. For this case, therefore, his law is incorrect: that 
surplus value (he wrongly says profit) and wages can rise or 
fall only in inverse proportion, measured in exchange value. 

Lei us take two examples. In the first let the necessary labour 
time be 10 hours, the surplus labour 2, the working day 12 
hours, the surplus value 2 hours; the rate of surplus value J. 
In the second, the necessary labour time is the same, but the 
surplus value has risen from 2 to 4 hours. Thus we have a 
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working day of 14 hours; the surplus value is equal to 4 hours, 
the rate of surplus value is f. 

In both cases the necessary labour time is the same; but the 
surplus value in one case is twice as large as in the other, and 
the working day in the second example is longer than in the 
first. Moreover, although the wage is the same, the values 
produced, corresponding to the quantities of laboxir, would 
be very different; in the first case they would be equal to 12 
hours, in the second to 14 hours. It is therefore not true that, 
assuming the wage to be the same (measured in value, in 
necessary labour time), the surplus value contained in two 
commodities is in the same proportion as the quantities of 
labour contained in them. This is only true when the. normal 
working day is the same. 

Let us further assume that as a result of the rise of labour 
productivity the necessary wage falls from 10 to 9 hours, 
although it remains constant expressed in use values, and that 
the surplus labour time falls from 2 to if hours. In this case 
10 : 9 is equal to g® : 5. Thus the sur])lus labour time would 
fall in the same proportion as the necessary. The rate of surplus 
value would remain the same in both cases, for : 10 is 
equal to " : 9. The quantity of use values that could be bought 
with the surplus value would also, on the assumption made, 
remain the same; but this would only hold good for those 
use values which arc necessar^^ means of subsistence. The 
working day would fall from 12 to lof hours. The amount of 
value produced in the second case would be smaller than in 
the first. And in spite of these unequal quantities of labour the 
rate of surplus value would be the same in both cases. 

In discussing surplus value we have distinguished between 
surplus value and rate of surplus value. Considered in relation 
to one working day, the surplus value is equal to the absolute 
number of hours which it represents—2, 3, and so on. The rate 
is equal to the proportion of this number of hours to the number 
of hours constituting the necessary labour time. This distinction 
is very important, because it brings out the varying length 
of the working day. If the surplus value is 2 hours, the rate is 
equal to f when the necessary labour time is 10, and f when 
the necessary labour time is 12. In the first case the working 
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day is 12 hours; in the second, 14. In tiie first case the rate of 
surplus value is higher, while at the same time the labourer 
works a smaller number of houre in the day. In the second 
ease the rale of surplus value is lower, the value of the labour 
power greater, while at the same time the labourer works a 
greater number of hours in the day. From this we see how 
with the surplus value remaining unchanged but with a 
working day of unequal length, the rate of surplus value may 
be different. In tlie earlier case 10 : and 9 :1 we see how, 
with the rate of surplus value remaining unchanged but with 
a working day of unequal length, the surplus value itself may 
be different—in one case 2, in the other ij. 

I iiave previously shown that if the length of the working 
day, the necessary labour time, and therefore the rate of 
surplus value, arc given, then the amount of the surplus value 
d(!pcnds on the number of labourers simultaneously employed 
by the same capital. This was a tautological statement. For if 
one working day gives me two hours of surplus labour, then 
twelve working days give me twenty-four such hours, or two 
days of surplus labour. The statement is however of great 
importance in determining profit, which is equal to the propor¬ 
tion which the surplus value bears to the capital advanced 
and therefore depends on the absolute size of the surplus value. 
This is important for the reason that capitals of equal size but 
of different organic composition employ an unequal number 
of workers, and must therefore produce unequal surplus values 
and hence an unequal profit. With a falling rate of surplus 
value profit can rise, and with a rising rate of surplus value 
profit can fall; or profit can remain the same, if the rise or 
fall in the rate of surplus value is compensated by an opposite 
change in the number of workers employed. From this we can 
at once see how completely wrong it is to identify the laws 
relating to the rise and fall of surplus value with the laws 
relating to the rise and fall of profit. If the simple law of 
surplus value is considered just by itself, the statement seems 
tautological—that with a given rate of surplus value and a 
given length of working day the absolute amount of surplus 
value depends on the amount of capital employed. For the 
increase in this amount of capital and the increase in the 
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number of simultaneously employed workers are, on the 
assumption made, identical, or only different expressions for 
the same factor. But if we come to consider profit, where the 
amount of the total capital employed and the number of 
workers employed vary greatly for capitals of equal size, then 
the importance of the law can be understood. 

Ricardo starts with considering commodities of given value, 
that is, commodities which represent a given quantity of 
labour. And from this starting point absolute surplus value and 
relative surplus value seem always to be identical. This at any 
rate explains his one-sided approach and is in keeping with 
his whole method of enquiry—to start from the value of com¬ 
modities as determined by the definite labour time in them, 
and then to investigate to what extent this is aflbeted by 
wages, profit, etc. This apparent identity is, however, false, as 
what is being considered is not tlie commodity, but capitalist 
production, commodities as products of capital. 

Assume that a given capital cmj)loys a definite number of 
workers, for example 20, and that the wages amount to £20, 
To simplify the example we will put the fixed capital at o, 
that is, leave it out of account. Let us also assume that these 
twenty workers spin 1,600 lb. of cotton into yarn, working 
twelve hours a day. If the cotton costs is. a lb., 20 lb. cost £i 
and 1,600 lb. £80. If 20 workers spin 1,600 lb. in 12 hours, 
in I hour they spin lb., that is, 133^ lb. If the ncu'cssary 
labour time is equal to 10 hours, the surplus labour time is 
2 hours, and this is equal to 2665 lb. yarn. The value of 
1,600 lb. yarn would be ^^104. For if 10 hours of work produce 
a value of £20, i hour produces £2 and 12 hours £24, to 
w'hich must be added £80 worth of raw material. 

But if the workers worked 4 hours of surplus labour time, 
the product of these 4 hours would amount to £8, and the 
value of the total product would be ;(^i2ii. And this £i2\li 
is equivalent of i,866| lb. of yarn. As before, since the condi¬ 
tions of production had remained the same, i lb. of yarn 
would have the same value, ijo of a shilling; it would contain 
the same amount of labour time. So also, in accordance with 
the assumption, the necessary wages, that is, their value, the 
labour time contained in them, would have remained constant. 
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Nevertheless, under the conditions assumed, the relation 
between value and surplus value in each pound of yam would 
be quite different. In the first case, since the necessary labour 
%vas equal to £20, the surplus labour to £^y or 10 hours and 
2 hours, the ratio of the surplus labour to the necessary labour 
would be 2 : 10. In the tg of a shilling newly added labour 
in a pound of yarn there would in this case be I unpaid labour, 
that is, s’g of a shilling. In the second case, on the other hand, 
the necessary labour would be equal to ;^20, the surplus 
labour to £8. The ratio of the surplus labour to the necessary 
labour would be 8 ; 20. Therefore in the fg of a shilling of 
newly added labour in i Ib. of yam, there would be J unpaid 
labour, that is, ^5 of a shiUing. The surplus value in the 
pound of yarn, although in both cases the yam has the same 
value and in both ctises the same wages are paid, is in one 
case twice as large as in the other. 

Ricardo, then, deals only with w'hat I have called relative 
surplus value. He takes as his starting point, as Adam Smith 
and his predecessors did, that there is a fixed length of the 
working day. Adam Smith mentions at the most differences in 
the length of the working day in different industries, which 
are levelled out or compensated by relatively greater intensity 
of labour, difficulty, unpleasantness, etc. On the basis of this 
assumption Ricardo in general correctly explains relative 
surplus value. Before we give the principal points of his theory, 
we will cite a few more passages showing his conception of it. 

“The labour of a million of men in manufactures will 
always produce the same value, but will not always produce 
the same riches” (p. 182). 

This means that the product of their day’s labour will 
always be the product of a million days of labour, will contain 
the same labour time; which is untme, or is only tme when 
the same normal working day, talking into account the various 
hardships, etc., of different trades, has been generally established. 

Even then, however, the statement is wrong in the general 
form in which it is here expressed. If the normal working day 
is 12 hours, and one man’s annual product, measured in 
money, is £50, and the value of money remains unchanged, 
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then in this ease the product of a million men would always 
amount to £50 million annually. If the necessary labour is 
6 hours, the variable capital expended for these million men 
would be £25 million a year. The surplus value would also 
amount to £25 million. I'hc product would always be £50 
million, whether the workers received £25 million, or £30 
or £40 million. But the surplus value would be in the first 
case £25 million, in the second £20 million, and in the third 
£10 million. If the capital advanced consisted only of variable 
capital, that is, only of capital advanced as w’ages for these 
million men, Ricardo would be right. And he would be right 
only in that one case, when the total capital is equal to the 
variable capital- an assumption which runs through his work, 
as also the work of Adam Smith, when he is speaking of the 
capital of society as a whole, but which docs not hold good 
in capitalist production for any single branch of j)roduction, 
and still less for the production of society as a whole. 

That part of the constant capital which enters into the 
labour process but not into the process of the creation of value, 
docs not enter into the product, into the value of the product, 
and therefore does not concern us here, where we are con¬ 
sidering the value of the annual product, important as it is to 
take that part of the constant capital into account in deter¬ 
mining the general rate of profit. But the position is not the 
same with that part of the constant capital which enters into 
the annual product. We have seen that one portion of this 
part of the constant capital, or what appears in the form of 
constant capital in one sphere of production, in another 
sphere appears as the immediate product of labour during the 
same production period of one year; that therefore a consider¬ 
able part of the capital advanced each year, w'hich a])pcars 
as constant capital from the standpoint of the individual 
capitalist or the particular sphere of production, resolves itself 
into variable capital from the standpoint of society or of the 
capitalist class. This part is therefore included in the £50 
million; in that part of the £50 million which forms the 
variable capital or is advanced as wages. But the position is 
different with the part of the constant capital which is used 
up to replace the constant capital consumed in industry and 
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agriculture—with the consumed part of the constant capita] 
employed in those branches of production which produce 
constant capital, raw materials in their first form, fixed capital 
and auxiliary materials. The value of this part reappears, is 
reproduced in the product. And it entirely depends on its 
actual size (assuming that the productivity of labour does not 
change; but however much it changes, this part of the constant 
capital is of a definite size) in what proportions it enters into 
the value of the total product. (On the average, apart from 
certain exceptions in agriculture, the amount of the product, 
that is, of the riches produced by the million men—which 
Ricardo distinguishes from the value, will in any case also 
depend on the size of t\ie constant capital which is the pre¬ 
requisite of production.) This part of the value of the product 
would not exist but for the new labour of the million men 
during the year. On the other hand, the labour of the million 
men would not have yielded the same amount of products 
but ibr tins constant capital existing independently of their 
labour during the year. It enters into the labour process as 
means of production, but not a single additional hour is worked 
to reproduce the value of this part. As value, therefore, it is 
not the result of the year’s labour, although its value w^ould 
not have been reproduced without this year’s labour. If the 
amount of the constant capital which enters into the product 
were £2^ million, the value of the million men’s product 
WT)uld be £75 million; if it were ;(^io million, then the value 
of the million men’s product would amount to only £60 
million, and so on. And since the proportion which the 
constant capital bears to the variable increases in the course 
of capitalist development, the value of the annual product of 
a million men will have a tendency to rise continuously, in 
proportion to the growth of the past labour which plays a 
part in their annual production. This in itself shows that 
Ricardo was unable to understand either the essence of 
accumulation or the nature of profit. With the growth in the 
proportion of constant capital to variable grow also the 
productivity of labour, and the productive forces which social 
labour creates and with which it operates. It is true that as a 
result of this very increase in the productivity of labour a part 
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of tlie constant capital is continuously depreciated in value, 
inasmuch as its v;ilue depends not on the labour time which it 
had originally cost, but on the labour time with which it can 
be reproduced, and this latter is continuously reduced as the 
productivity of labour increases. But although because of this 
its value does not grow in proportion to its amount, neverthe¬ 
less it does grow, becaiLse its amount grows even faster than its 
value diminishes. However, we shall return later to Ricardo’s 
views on accumulation, lliis much is at least clear at this 
stage - that assuming a given working day, the value of the 
annual product of the labour of the million men will vary 
very considerably, in accordance with the difference in the 
amount of the constant capital wdiich emters into the product, 
and that in spite of the growing productivity of labour it will 
be greater where the constant capital forms a considerable 
part of the total capital than in social conditions in which it 
forms a relatively small part. With the advance in the produc¬ 
tivity of social labour, accompanied as it is by the growth of 
the constant capital, tlicrc will consequently also be a constant 
increase in the part of the annual product of labour which 
falls to the share of capital as such, and therefore pro})crty in 
the form of capital (let alone revenue) will continuously 
increase, and the proportion of that part of value which is 
created by the individual worker and even by the working 
class wall fall more and more, as compared wath the product 
of their past labour confronting them as capital. The alienation 
and the antagonism between labour power and the objective 
conditions of labour which have made themselves independent 
as capital therefore grows continuously. And this is without 
taking into account the variable capital, that part of the 
product of the annual labour which is required for the repro¬ 
duction of the w'orking class but which confronts it as capital. 

Ricardo’s view that the working day is given, determined, 
a fixed magnitude, is also expressed by him in other forms— 
for example, “wages and profits taken together will continue 
always of the same value” (Chapter XXXII, p. 276); which 
in other words only means that the daily labour time, the 
product of which is divided between wages and profit, is always 
the same, is constant. 
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It is hardly necessary for me to repeat here that in these 
passages it is necessary to read “surplus value” instead of 
"‘profit”. 

“Wages are to be estimated by their real value, viz., by 
the quantity of labour and capital employed in producing 
them, and not by their nominal value either in coats, hats, 
money, or corn” (Chapter I, Section VII, p. 32). 

The value of the means of subsistence which the worker 
receives, which he buys with his wages—corn, clothing, etc.— 
is determined by the total labour timci necessary for their 
production: both the quantity of immediate labour and the 
quantity of materialised labour. But Ricardo confuses the 
issue by not expressing it in an exact way, by not saying: 
“their real value, viz., that part of the working day which is 
required to reproduce the value of the necessary means of 
subsistence, the equivalent of these means of subsistence that 
is paid to him in exchange for his labour”. Real wages arc 
determined by the average time which the worker must work 
each day in order to produce or reproduce his ow^n wage. 

“The labourer is only paid a really high price for his 
labour when his wages will purchase the produce of a great 
deal of labour ’’(Chapter XX, p. 183, footnote). 

(«) Relative Surplus Value 

This is in fact the only form of surplus value which Ricardo 
analyses, under the name of profit. Ilis theory is as follows. 

The quantity of labour necessary for the production of a 
commodity and contained in it determines its value, which is 
therefore a given, definite amount. This amount is divided 
between wage worker and capitalist. Ricardo, like Adam 
Smith, does not here take into account constant capital. It is 
clear that the share of one can only rise or fall in proportion 
as that of the other falls or rises. As the value of commodities 
is due to the labour of the workers, the presupposition of value 
is in all circumstances labour itself; but labour is impossible 
unl(\ss the worker lives and maintains himself, that is, unless 
lie receives the necessary wages, the minimum wages equivalent 
to the value of his labour power. Wages and surplus value— 
tliesc two categories into which the value of the commodity or 
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the product itself is divided—are therefore not only in inverse 
proportion to each other, but the prior determinant is the 
movement of wages. Their rise or fall causes the inverse 
movement on the part of profit (surplus value). Wages do not 
rise or fall because profit (surplus value) falls or rises, but on 
the contrary, because wages rise or fall, surplus value (profit) 
falls or rises. The surplus product—strictly speaking, the 
surplus value which remains over after the working class 
receive their share of their own annual production, forms the 
substance on which the capitalist class lives. 

As the value of commodities is determined by the quantity 
of labour contained in them, and wages and surplus value 
(profit) are only shares, proportions, in which two classes of 
producers divide the value of the commodity between them, it 
is clear that a rise or fall in wages, although it determines the 
rate of surplus value (profit), leaves the value of the commo¬ 
dity—or its price as the money expression of the value of the 
commodity—unaffected. The proportion in which a whole is 
divided between two participants makes the whole itself 
neither larger nor smaller. The preconceived notion that a 
rise in wages increases the price of commodities is therefore 
false; it only makes the profit (surplus value) fall. Even the 
exceptions cited by Ricardo, in which a rise in wages is 
supposed to make the exchange value of some commodities 
fall and that of others rise, are not true so far as value is con¬ 
cerned, and they are only true for prices of production. 

Since then the rate of surplus value (profit) is determined 
by the relative height of wages, how is the latter determined? 
Apart from competition, by the price of the necessary means 
of subsistence. This in turn depends on the productivity of 
labour, which is all the greater in proportion to the fertility 
of the soil—Ricardo here assuming capitalist production. 
Every technical improvement reduces the price of commodities, 
of the means of subsistence. Wages or the value of labour 
therefore rise and fall in inverse ratio to the development of* 
the productive power of labour—in so far as the latter produces 
the necessary means of subsistence which enter into the average 
consumption of the working class. The rate of surplus value 
(profit) therefore falls or rises in direct proportion to the 



320 THEORIES OF SURPLUS VALUE 

development of the productive power of labour, because this 
development reduces or increases wages. 

The rate of profit (surplus value) cannot fall unless wages 
rise, and it cannot rise unless wages fall. 

The value of wages has to be reckoned not on the basis of 
the ciuantity of necessaries which the worker receives, but on 
the basis of* the quantity of labour which these necessaries 
cost—actually tlie proportion of the working day which he 
appropriates for himself; the proportionate sliare of the total 
product, or rather of the total value of this product, which the 
worker receives. It is possible that, reckoned in use values 
(quantity of commodities or money), his wages may rise as 
productivity increases, and yet reckoned in value they may 
fall, and vice versa. It is one of Ricardo’s greatest merits that 
he made an examination of relative wages and established 
them as a definite category. Previously wages had always been 
looked upon as a simple element, and consequently the worker 
had been regarded as an animal. In Ricardo, how'cver, he is 
considered in his social relationship. The position of the classes 
in relation to each other depends to a greater extent on the 
proportion which the wage forms than on the absolute amount 
of the wage. 

What has been said above must now be substantiated by 
quotations from Ricardo. 

. . the value of the deer, the produce of the hunter’s day’s 
labour, would be exactly equal to the value of the fish, the 
produce of the fisherman’s day’s labour. The comparative 
value of the fish and the game would be entirely regulated 
by the quantity of labour realised in each, whatever might be 
the quantity of production or however high or low general 
wages or profits might be. If. . . the fisherman . . . employed 
ten men, whose annual labour cost ;(^ioo, and who in one 
day obtained by their labour twenty salmon: If . . . the 
hunter . . . also employed ten men, whose annual labour 
cost £ioo, and who in one day procured him ten deer; 
then the natural price of a deer would be two salmon, 
whether the proportion of the whole produce bestowed on 
the men who obtained it were large or small. The proportion 
w^hich might be paid for wages is of the utmost importance 
in the question of profits; for it must at once be seen that 
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profits would be high or low exactly in proportion as wages 
were low or high; but it could not in the least afl'ect the 
relative value oi’ fish and game, as wages would be high or 
low at the same time in both occupations” (Chapter I, 
Section III, pp. 15-16). 

It can be seen that Ricardo derives the whole value of the 
commodity from the labour of the men employed. It is their 
own work, that is, the jiroduct of their work, or the value of 
this product, which is divided between them and capital. 

“No alteration in the wages of labour could produce any 
alteration in the relative value of these commodities; for 
suppose them to rise, no greater quantity of labour would 
be required in any of these occupations but it would be 
paid for at a higher price. . . . Wages might rise 20 per cent., 
and profits consequently fall in a greater or less proportion, 
without occasioning tlic least alteration in the relative 
value of these commodities” (p. 17). 

“There can be no rise in the value of labour without a 
fall of profits. If the corn is to be divided between the farmer 
and the labourer, the larger the proportion that is given to 
the latter the less will remain for the former. So, if cloth 
or cotton goods be divided between the workman and his 
employer, the larger the proportion given to the former the 
le.ss remains for the latter” (Chapter I, Section IV, p. 21). 

“Adam Smith, and all the writers who have followed 
him, have, without one exception that 1 know of, maintained 
that a rise in the price of labour would be uniformly followed 
by a rise in the price of all commodities. I hope I have 
succeeded in showing that there are no grounds for such 
an opinion” (Chapter I, Section VI, p. 29). 

“. . . a rise of wages, from the circumstance of the labourer 
being more liberally rewarded, or from a difficulty of 
procuring the necessaries on which wages are expended, 
does not, except in some instances, produce the effect of 
raising price, but has a great effect in lowering profits” 
(Chapter I, Section VII, p. 31)- 

The position is different however when the rise in wages is 
due to “an alteration in the value of money”. 

“In the one case [i.c., the one just mentioned] no greater 
proportion of the annual labour of the country is devoted to 
w 
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the support of the labourers; in the other case, a larger 
portion is so devoted” (p. 31). 

That Ricardo consciously identifies value with production 
costs is shown by the following passages. 

“Mr. Malthus appears to think that it is a part of my 
doctrine that the cost and vahie of a thing should be the 
same; it is, if he means by cost, ‘cost of production’ including 
profits” (Chapter I, Section VI, p. 30, footnote). 

“With a rise in the price of food and necessaries, the 
natural price of labour will rise; with the fall in their price, 
the natural price of labour will fall” (Chapter V, p. 52). 

“. . . the surplus produce remaining, after satisfying the 
wants of the existing population, must necessarily be in 
proportion to the facility of production, viz., to the smaller 
number of persons employed in production” (Chapter V, 

P- 5 ^)-. 

“Neither the farmer who cultivates that quantity of land 
which regulates price, nor the manufacturer who manu¬ 
factures goods, sacrifice any portion of the produce for rent. 
The whole value of their commodities is divided into two 
portions only: one constitutes the profits of stock, the other 
the wages of labour” (Chapter VI, p. 64). 

“Suppose the price of silks, velvets, furniture, and any 
other commodities, not required by the labourer, to rise in 
consequence of more labour being expended on them, would 
not that affect profits? Certainly not: for nothing can affect 
profits but a rise in wages; silks and velvets are not consumed 
by the labourer, and therefore cannot raise wages” (Chapter 
VI, p. 70). 

“If the labour of ten men will, on land of a certain quality, 
obtain 180 quarters of wheat, and its value be £4 per 
quarter, or ^'720; ... in all cases, the same sum of £y20 
must be divided between wages and profits. . . . Whether 
wages or profits rise or fall, it is this sum of £720 from 
which they must both be provided. On the one hand, profits 
can never rise so high as to absorb so much of this £720 
that enough will not be left to furnish the labourers with 
absolute necessaries; on the other hand, wages can never 
rise so high as to leave no portion of this sum for profits” 
(Chapter VI, pp. 66-7). 

“. . . profits depend on high or low wages, wages on the 
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price of necessaries, and the price of necessaries chiefly on 
the price of food, because all other requisites may be increased 
almost without limit” (Chapter VI, p. 71). 

“Although a greater value is produced, ^ a greater propor¬ 
tion of what remains of that value, after paying rent, is 
consumed by the producers,2 and it is this, and this alone, 
which regulates profits” (Chapter VI, p. 75). 

“It is the essential quality of an improvement to diminish 
the quantity of labour before required to produce a com¬ 
modity; and this diminution cannot take place without a 
fall of its j)ric.c or relative value” (CAiapter II, p. 42). 

“Diminish the cost of production of hats, and their price 
will ultimately fall to their new natural price, although the 
demand should be doubled, trebled or quadrupled. Diminish 
the cost of subsistence of men, by diminishing the natural 
price of the food and clothing by which life is sustained, 
and wages will ultimately fall, notwithstanding that the 
demand lor labourers may very greatly increase” ((chapter 
XXX, p. 260). 

“In proportion as less is appropriated for wages, more will 
be appropriated for profits, and vice versa^^ (Chapter XXXIl, 
p. 281). 

“It has been one of the objects of this work to show that, 
with every fall in the real value of necessaries, the wages of 
labour would fall, and that the profits of stock would rise; 
in other words, that of any given annual value a less portion 
would be paid to the labouring class, and a larger portion 
to those whose funds employed this class.^^ Suppose the 
value of the commodities produced in a particular manufac¬ 
ture to be £1,000, and to be divided between the master 
and his labourers, in the proportion of £800 to labourers 
and £200 to the master; if the value of these commodities 
should fall to £goo, and £100 be saved from the wages of 
labour, in consequence of the fall of necessaries, the net 
income of the master would be in no degree impaired” 
(Chapter XXXII, p. 287). 

^ W'hcfi p<»orer lands arc taken into cultivation. 

2 Here he identifies workers with producers. 

2 It is only in this statement, which has now become quite a commonplace, 
tliat Ricardo proclaims the nature of capital, even though he does not suspect it 
himself. It is not accumulated capital employed by the working-class, by the 
workers themselves, but a fund by which this class is employed, acciiiiiulatcd 
labour which employs living, immolate labour. 
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“If the shoes and clothing of the labourer could, by 
improvements in machinery, be produced by one-fourth of 
the labour now necessary to their production, they would 
probably fall 75 per cent.; but so far is it from being true 
that the labourer would thereby be enabled permanently to 
consume four coats, or four pair of shoes, instead of one, 
that it is probable his wages would in no long time be 
adjusted by the effects of competition, and the stimulus to 
population, to the new value of the necessaries on which 
they were expended. If these improvements extended to all 
the objects of the labourer’s consumption, w(r should find 
him probably, at the end of a very few years, in possession 
ol' only a small, if any, addition to his enjoyments, although 
the exchangeable value of those commodities, compared 
with any other commodity, in the manufacture of which 
no such improvement were made, had sustained a very 
considerable reduction; and though they were the produce 
of a very considerably diminished quantity of labour” 
(Chapter 1 , Seclion i, p. 9). 

“When wages rise, it is always at the expense of profits, 
and when they fall, profits always rise” (Chapter XXXll, 
p. 276, footnote). 

“It has been my endeavour to show throughout this work 
that the rate of profits can never be increased but by a fall 
in wages, and that there can be no permanent fall of wages 
but in consequence of a fall of the necessaries on which 
wages are expended. If, therefore, by the extension of 
foreign trade, or by improvements in machinery, the food 
and necessaries of the labourer can be brought to market, 
at a reduced price, profits will rise. If, instead of growing 
our own corn, or manufacturing the clothing and other 
necessaries of the labourer, we discover a new market from 
which we can supply ourselves with these commodities at a 
cheaper price, wages will fall and profits rise; but if the 
commodities obtained at a cheaper rate, by the extension of 
foreign commerce, or by the improvement of machinery, be 
exclusively the commodities consumed by the rich, no 
alteration will take place in the rate of profits. The rate of 
wages would not be affected, although wine, velvets, silks, 
and other expensive commodities should fall 50 per cent., 
and consequently profits would continue unaltered. 

“Foreign trade, then, though highly beneficial to a 
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country, as it increases the amount and variety of the 
objects on which revenue may be expended, and affords, by 
the abundance and cheapness of commodities, incentives to 
saving, 1 and to the accumulation of capital, has no tendency 
to raise the proiits of stock unless the commodities imported 
be of that description on which the wages of labour are 
c-xpended. 

“The remarks which have been made respecting foreign 
trade, apply equally to home trade. The rate of profits is 
never increased by a better distribution of labour, by the 
invention of machinery, by the establishment of roads and 
canals, or by any nutans of abridging labour either in the 
manufacture or in the conveyance of goods.^ These are 
causes which operate on price, and never fail to be highly 
beneficial to consumers; since they enable them, with the 
same labour, or with the value of the produce of the same 
labour, to obtain in exchange a greater quantity of the 
commodity to which the improvement is applied; but they 
have no effect whatever on profit. On the other hand, every 
diminution in the wages of labour raises profits, but produces 
no effect on the price of commodities. One is advantageous 
to all classes, for all classes are consumers ;3 the other is 
beneficial only to producers; they gain more, but everything 
remains at its former price.-*' In the first case they get the 
same as before; but everything'^ on which their gains arc 
expended is diminished in exchangeable value” (Chapter VII, 
pp. 80-1). 

It is evident that this passage is very carelessly worded. 
But apart from this formal point, all that is said is only true 
if—as in this whole investigation of relative surplus value— 

^ And why not iiicontivrs to spiriidiiig? 

He has just said the exact opposite. He means, apparently, never except when 
the value ot labour is reduced by the iinprovcments mentioned. 

^ liut how is it advantageous to the w'orking-class, since Ricardo’s assumption 
is that eitlier these commodities enter into consumption through wages, in which 
case they reduce wages; or if their becoming cheaper does not reduce wagt's, 
then they are not commodities on which wages are expended? 

^ Again, how is this possible, since Ricardo assumes that the reduction of 
wages which raises profits takes place precisely because the price of the necessary 
means of subsistence has fallen? Therefore it is not at all true that “everything 
remains at its former price”. 

® This also is wrong. He means in fact everything except the necessary means 
of .subsistence. 
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“rate of surplus value” is read instead of rate of profit. Even 
in the case of luxury commodities such technical improvements 
can raise the general rate of profit, since the rate of profit in 
these spheres of production, as in all other spheres, plays a 
part in the levelling out of all particular rates of profit into 
the average rate of profit. The rate of profit will also rise in 
such cases if, owing to the causes mentioned, the value of the 
constant capital falls in proportion to the variable, or the 
period of turnover is reduced and a change takes place in the 
process of circulation. Moreover, the influence of foreign trade 
is conceived in a completely one-sided way. The essential 
characteristic of capitalist production is that product develops 
into commodity, which is in essence bound up with the 
extension of the market, the creation of the world market, and 
hence foreign trade. 

Apart from this, Ricardo is right in advancing the proposi¬ 
tion that all technical improvements, whether through division 
of labour, improvement of machinery, progress in the means 
of communication—in a word, everything that serves to reduce 
the necessary labour time in industry or in the transport of 
commodities—increase surplus value (and profit), and there¬ 
fore enrich the capitalist class, because and in so far as these 
“improvements” reduce the value of labour. 

Before concluding this section we have still to quote a few 
passages in w'hich Ricardo analyses the nature of relative 
wages. 


“If I have to hire a labourer for a week, and instead of 
ten shillings I pay him eight, no variation having taken 
place in the value of money, the labourer can probably 
obtain more food and necessaries with his eight shillings 
than he before obtained for ten: but this is owing, not to a 
rise in the real value of his wages, as stated by Adam Smith, 
and more recently by Mr. Malthus, but to a fall in the value 
of the things on which his wages are expended, things 
perfectly distinct; and yet for calling this a fall in the real 
value of wages, I am told that I adopt new and unusual 
language, not reconcilable with the true principles of the 
science” (C4hapter I, Section I, p. ii). 

“It is not by the absolute quantity of produce obtained 
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by cither class that we can correctly judge of the rate of 
profit, rent, and wages, but by the quantity of labour 
required to obtain that produce. By improvements in 
machinery and agriculture the whole produce may be 
doubled; but if wages, rent and profit be also doubled, these 
three will bear the same proportions to one another as 
before, and neither could be said to have relatively varied. 
But if wages partook not of the whole of this increase; if 
they, instead of being doubled, were only increased one- 
half. . . it would, I apprehend, be correct for me to say . . . 
that wages had fallen while profits had risen; for if we had 
an invariable standard by which to measure the value of 
this produce we should find that a less value had fallen to 
the class of labourers . . . and a greater to the class of 
capitalists, than had been given before'’ (Chapter I, Section 
VII, p. 31). 

“[The lall in wages] will not the less be a real fall because 
they might furnish him with a greater quantity of cheap 
commodities than his former wages” (p 32). 

Dc Quincey emphasises some of the arguments which 
Ricardo developed in opposition to those of other economists. 

“When all the economists before Ricardo asked what 
determined the value of all commodities; it was answered 
that this value was chiefly determined by wages. When 
again it was asked—what determined wages? it was recol¬ 
lected that wages must obviously be adjusted to the value 
of the commodities upon which they were spent; and the 
answer was in effect that wages were determined by the 
value of commodities” (“Dialogues of Three Templars on 
Political Economy Chiefly in Relation to the Principles of 
Mr. Ricardo”, London Magazine^ 1824, Vol. IX, p. 560). 

Ill the same Dialogues occurs the following passage on the 
law governing the measurement of value by the quantity of 
labour and the value of labour. 

“In fact so far are the two formulae from presenting merely 
two different expressions of the same law, that the very 
best way of expressing negatively Mr. Ricardo’s law^ would 

1 'Chat is, that the value of A is to the value of B as the quantities of the labour 
that produces them. 
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be to say—A is not to B in value as the values of the producing 
labour”! (p. 348). 

The following passages are from Tli. dc Quinccy’s The Logic 
of Political Economy^ Edinburgh, 1844: 

“If the price is ten shillings, then . . . wages and profits, 
taken as a whole, cannot exceed ten shillings. . . . But do 
not the wages and profits as a wliolc themselves, on the 
contrary, predetermine the price? No; that is the old super¬ 
annuated doctrine” (p. 204). 

“The new economy has shown that all price is governed 
by proportional quantity of the producing labour, and by 
that only. Being itself once settled, then, ipso facto, price 
settles the fund out of wdiich both wages and profits must 
draw their separate dividends” (p. 204). “Any change that 
can disturb the existing relations between wages and profits 
must originate in w'ages” (p. 205). 

“Ricardo . . . has endeavoured to bring the question of 
rent into immediate relation with value, by putting the 
question upon it in this shape—‘Whether the appropriation 
of land, and the consequent creation of rent, will occasion 
any variation in the relative value of commodities, indepen¬ 
dently of the quantity of labour necessary to production?’ ” 
(p. 158). 

! If the organic coinpKisiiiori of the* capital in A and IJ wcm’c the same, then we 
could in fad say that they arc related to each other in the same proportion as 
the values of the labour which ]>roduccd them. For the accuTnnlaled labour in 
each as well as the ininiediate labour in each would tu: in the same proportion. 
The quantities of labour paid in each, however, would be related tu each other 
in the same proportions as the total quantities of iiniriediate labour expended 
on them. If the organic composition of both capitals is Boc j 20w and the rate of 
surplus value is f,o per cent., and if the first capital is 500 and the other 300, 
then the produc:t in tlie first case would be 550 and in the second 330. I'his 
relation to cacdi other would then also be in the same profifirtion as the wages, 
namely, 100 : fio or 5 .’3. Rut even then we .should only know the proportion 
between the values, and not the actual values, .since there are very many quanti¬ 
ties of value which correspond to proportion 5 : 3. 



4. THE RATE OF PROFIT 


{a) Amount of Profit and Rate of Profit 

It has already been shown in some detail that, with the 
working day assumed as fixed, the laws of surplus value or 
rather, of the rate of surplus value—are not so directly and 
sim])ly coincident with or applical>h‘ to the laws of prolit as 
Ricardo makes them out to be; that he wrongly identifies 
surplus value with profit; that these arc only ideiuical in so far 
as the total capital consists of variable capital, or is directly 
expended in wages; that therefore what Ricardo deals with 
under the name of “profit’’ is generally speaking only surplus 
value; and that it is only in this case too that the total product 
resolves itself simply into wages and surplus value. Ricardo 
evidently shares Adam Smith’s view that the total annual 
product resolves itself into revenues. Hence also his confusion 
between value and j)ricc of production. 

It is not necessary to repeat liere that the rate of profit is 
not directly governed by the same laws as the rate of surplus 
value. 

Firsts the rate of profit may rise or fall as a result of a fall 
or rise in rent, independently of any change in the value of 
labour. 

Secondly, the absolute amount of profit is equal to the absolute 
amount of surplus value. But the latter is determined not only 
by the rate of surplus value, but just as much by the number 
of workers employed. The same amount of profit is therefore 
possible with a falling rate of surplus value and a rising number 
of workers, and vice versa, etc. 

Thirdly, with a given rate of surplus value, the rate of profit 
depends on the organic composition of capital. 

Fourthly, with a given surplus value and the organic composi¬ 
tion of capital per lOO also assumed as given, the rate of 
profit depends on the relative value of the different parts of 
the capital, which may be affected in different ways, partly by 
economy of power, etc., in the use of the means of production, 
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partly by changes in value which may affect one part of tlic 
capital while leaving the other parts unaffected. 

Finally, it would be necessary also to take into account 
differences in the composition of capital arising from the 
process of circulation. 

Some of the incidentjxl reflections which Ricardo himself 
makes should have led him to the distinction between surplus 
value and profit. Because he docs not make this distinction, he 
seems—as has been shown in the analysis of Chapter I “On 
Value”—to have fallen here and there into the vailgar view 
that ])rofit is a mere addition over and above the value of the 
commodity; as for example when he discusses the determina¬ 
tion of profit on capital in which fixed capital predominates, 
etc. 'Ihis is the source of much nonsense among his disciples. 
The vulgar view is bound to insinuate itself unless the state¬ 
ment (which for practical purposes is correct) that on the 
average capitals of equal siz(! yield equal profits, or that the 
profit depends on the size of the capital employed, is linked 
by a scries of intermediate propositions with the general laws 
of value, etc.; in a word, when profit and surplus value are 
treated as identical, which is only correct for the total capital. 
Hence it is that for Ricardo there arc also no ways or means 
for the determination of a general rate of profit. 

Ricardo sees that the rate of profit is not afl'ected by such 
changes in the value (or price) of commodities as take effect 
on all parts of the capital in equal degrees, as for example 
changes in the value of money. He should therefore have 
reached the conclusion that it is affected by such changes as 
do not take effect on all parts of the capital in equal degree; 
that therefore changes in the rate of profit arc possible with 
the value of labour remaining unchanged, and even in the 
opposite direction to changes in the value of labour. Above 
all, however, he should have clung firmly to the point that he 
is here calculating the surplus product—or what for him is the 
same thing, the surplus value, or what is again the same thing, 
the surplus labour—when he is considering it sub specie profit, 
not in proportion to the variable capital only, but in proportion 
to the whole capital advanced. With reference to a change in 
the value of money, he says: 
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“The variation in the value of money, however great, 
makes no dilference in the rate of profits; for suppose the 
goods of the manufacturer to rise from £i,ooo to £2,000, or 
100 per cent., if his capital, on which the variations of 
money have as much effect as on the value of produce, if 
his machinery, buildings, and stock in trade rise also a 
100 per cent., his rate of profits will be the same. ... If, 
with a capital of a given value, he can, by economy in 
labour, double the quantity of produce, and it fall to half 
its former price, it will bear the same proportion to the 
capital that produced it which it did before, and conse¬ 
quently profits will still be at the same rate. If, at the same 
time that he doubles the quantity of produce by the employ¬ 
ment of the same capital, the value of money is by any 
accident lowered one half', the produce will sell for twice 
the money value that it did before; but the capital employed 
to produce it will also be of twice its former money value; 
and therefore in this case, loo, the value of the produce 
will bear the same proportion to the value of the capital 
as it did before” (Chapter I, Section VII, p. 32). 

If in the last sentence Ricardo means surplus product where 
he says produce, the statement is correct. For the rate of profit 
is equal to the surplus product (surplus value) divided by the 
capital employed. But if he means the total product, then the 
facts are not correctly expressed. In this case, by the proportion 
of the value of the produce to the value of the cai)ital he would 
evidently mean nothing more than the excess of the value of 
the commodity over the value of the capital advanced. In any 
case it can be seen that here he is not identifying profit with 
surplus value or the rate of profit with the rate of surplus 
value—the latter being equal to the surplus value divided by 
the value of labour or the variable capital. 

In Chapter XXXI 1 Ricardo says: 

“. . . the raw produce of which commodities are made is 
supposed to have fallen in price, and, therefore, commodities 
will fall on that account. True, they will fall, but their fall 
will not be attended with any diminution in the money 
income of the producer. If he sell his commodity for less 
money, it is only because one of the materials from which it 
is made has fallen in value. If the clothier sell his cloth for 
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^^goo instead of y{^i,ooo, his income will not be less, if the 

wool from which it is made has declined £ioo in value” 

(p. 290). 

The effect in a practical case, which is the point with w’hich 
Ricardo is here actually dealing, does not concern us. But a 
sudden fall in the value of wool would certainly affect adversely 
the money income of such clothiers, who would have in stock 
a large supply of finished cloth, manufactured at a time when 
wool was dearer but which has to be sold after wool has fallen 
in value. 

If, as Ricardo here assumes, the clothiers set in motion the 
same quantity of labour as before (they could even set more 
ill motion, since a jiart of the capital previously expended only 
on raw material is set free, and can now be expended on raw 
material and labour), it is clear tliat their ‘‘money income”, 
taken in absolute terms, will not be smaller, but their rate of 
profit will be higher than previously; for the same amount, 
say /,'ioo, would now be calculated on £900 instead of ;^i,ooo. 
In the first case the rate of profit is 10 per cent. In the second 
it is iij per cent. Now since Ricardo's supposition is that the 
raw produce of which commodities are made has fallen gener¬ 
ally, the general rate of profit would rise and not only the 
rate of profit in a single branch of production. That Ricardo 
docs not see this is all the more strange because he sees the 
opposite case. 

Ill Chapter VI in fact, “On Profits”, Ricardo deals with the 
case when, as a result of the necessary means of subsistence 
becoming dearer owing to the cultivation of inferior land and 
consequently increasing differential rents, firstly wages, and 
secondly all raw produce won from the surface of the earth, 
would rise—an assumption that is by no means necessary, 
since cotton may very well fall in price, as also silk, wool and 
linen, although corn rises in price. 

In the first place, he says that the surplus value (the word 
he uses is profit) of the farmer will fall, because the value of 
the product of the ten men whom he employs amounts to £^20 
as before, and he has to pay out of this fund of £^20 more 
than before. And he continues: 
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“But the rate of profits will fall still more, because the 
capital of the farmer . . . consists in a great measure of raw 
produce, such as his corn and hay-ricks, his unthreshed 
wheat and barley, his horses and cows, which would all 
rise in price in consequence of the rise of produce. His 
absolute profits would fall from £480 to but if, 

from the cause which 1 have just stated, his capital should 
rise from jCSj^oo, the rate of his profits would, 

when corn was at £5 2^. lorf., be under 14 per cent. 

“If a manufacturer had also employed /,3,ooo in his 
business, he would be obliged, in consequence of the rise 
of wages, to increase his capital, in order to be enabled to 
carry on the same business. If his commodities sold before 
for £720 they would continue to sell at the same price; but 
the wages of labour, which were before £240, would rise, 
when corn was at £5 2s. lorf., to £274 y. In the first case 
he would have a balance of £480 as profit on £3,000, in 
the second he would have a profit only of £445 15.?., on an 
increased capital, and therefore his profits would conform 
to the altered rate of those of the farmer'' (Chapter VI, 
p. 69). 

Thus in this passage Ricardo makes a distinction between 
absolute profit {surplus value) and the rate of profit^ and also shows 
that as a result of the change in value of the capital advanced 
the rate of profit falls more than the absolute profit (surplus 
value) falls as a result of the rise in the value of labour. In 
this case the rate of profit would similarly have fallen, if the 
value of labour had remained the same, because the same 
absolute profit would have to be calculated on a larger capital. 
The opposite result—a rise in the rate of profit (as distinct 
from an increase in the surplus value or iibsolute profit)— 
would follow in the case mentioned earlier, when the value of 
the raw produce falls. It is evident therefore that rises and 
falls in the rate of profit can be brought about by other causes 
than rises and falls in the absolute profit and rises and falls 
in the rate of absolute profit calculated on the basis of' the 
capital expended in wages. 

Ricardo continues after the last quoted passage with the 
following: 
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^‘Artidcs of jewellery, of iron, of plate, and of copper, 
would not rise, because none of the raw produce from the 
surface of the earth enters into their composition” (p. 69). 

The prices of these commodities will not rise, but the rate 
of profit in these branches of production would rise above that 
in the oilier branches. For in these latter there would be a 
smaller surplus value, owing to the rise in wages, on an 
advanced capital whose value had grown greater for two 
reasons: first, because the outlay on wages was greater, 
secondly, because the outlay on raw material was greater. In 
the second case there is a smaller surplus value on an advanced 
capital only the variable part of which has grown owing to 
the rise in wages. In these passages Ricardo himself throws 
overboard his whole theory of profit, which rests on wrongly 
identifying rate of surplus value with rate of profit. 

“In every case, agricultural as well as manufacturing 
profits are lowered by a rise in the price of raw produce, if 
it be accompanied by a rise of wages” (p. 67). 

From what Ricardo liimsclf has said it follows that even 
when the rise in the price of raw protiuce is not accompanied 
by a rise of wages, the rate of profit would be lowered by a rise 
in the price of that part of the capital advanced which consists 
of raw produce. 

“Suppose the price of silks, velvets, furniture, and any 
other commodities, not required by the labourer, to rise in 
consequence of more labour being expended on them, would 
not that affect profits? Certainly not: for nothing can aflect 
profits but a rise in wages; silks and velvets arc not consumed 
by the labourer, and tliercfore cannot raise wages” (p. 70). 

There can be no doubt that the rate of profit in those particular 
branches of production would fall, although the value of 
labour, wages, remained the same. The raw material used by 
manufacturers of silks, pianos, furniture, etc., would have risen 
in price, and therefore the proportion which the same surplus 
value bore to the capital advanced, and hence the rate of 
profit, would have fallen. And the general rate of profit is 
the average of the particular rates of profit in all trades. 
Alternatively, in order to make the average rate of profit as 
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before, those manufacturers would raise the price of their 
commodities. Such a nominal price increase does not directly 
affect the rate of' profit, but only the way in which profit is 
distributed. 

Ricardo returns once more to the case considered above, 
where the surplus value (absolute profit) falls because the 
price of the necessary means of subsistence (and along with 
these also rent) rises. 

‘M must again observe that the rate of profits would fall 
much more rapidly than 1 have estimated in my calculation; 
for the value of the produce being what I have stated it 
under the circumstances supposed, the value of the farmer’s 
stock would be greatly increased from its necessarily con¬ 
sisting of many of the commodities which had risen in value. 
Before corn could rise from to ^'i2, his capital would 
probably be doubled in exchangeable value, and be worth 
/,'6,ooo instead of /^3,ooo. If then his profit were 
6 per cent, on his original capital, profits would not at that 
time be really at a higher rate than 3 per cent.; for 
at 3 per cent, gives and on those terms only could a 

new farmer with ;^6,ooo money in his pocket enter into the 
farming business. 

“Many trades would derive some advantage, more or 
less, from the same source. The brewer, the distiller, the 
clothier, the linen manufacturer, would be partly compen¬ 
sated for the diminution of their profits by the rise in the 
value of their stock of raw and finished materials; but a 
manufacturer of hardware, of jewellery, and of many other 
commodities . . . would be subject to the whole fall in the 
rate of profits, without any compensation whatever” (p. 73). 

What is important here is only what Ricardo does not notice 
—namely that he is completely throwing overboard his 
identification of profit with surplus value, and that, indepen¬ 
dently of the value of labour, the rate of profit can be affected 
by a change in the value of the constant capital. For the rest 
his illustration is only partly correct. The profit which farmers, 
clothiers, etc., would make as a result of the rise in price of the 
stocks of their commodities which they have on hand and at 
the market, would naturally come to an end as soon as they 
have got rid of these commodities. The rise in value of their 
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capital would similarly be no longer a profit for them when 
this capital is consumed and would have to be replaced. 
They then all find themselves in the position of the new 
farmer cited by Ricardo himself, who would have to advance 
a capital of 3^6,000 in order to make a profit of 3 per cent. 
On the other hand jewellers, manufacturers of ironware, 
money capitalists, etc., although at first they would receive 
no compensation for their loss, would realise a rate of profit 
of more than 3 per cent., since only that part of their capital 
which was laid out in wages would have risen in value. 

Another important point in connection with the compensa¬ 
tion mentioned by Ricardo of falling profit by rises in the value 
of capital, is that for the capitalists—and generally in the 
division of the product of the annual labour—it is not only a 
question of the division of the product among the various 
participants in r(!venue, but also of the division of this product 
between capital and revenue. 

(A) Formation of the General Rate of Profit 

On this point Ricardo is by i\o means theoretically clear: 

“I have already remarked that the market price of a 
commodity may exceed its natural or necessary price, as it 
may be produced in less abundance than the new demand 
for it requires. This, however, is but a temporary efiect. 
I’he high profits on capital employed in producing that 
commodity will naturally attract capital to that trade; and 
as soon as the requisite funds are supplied, and the quantity 
of the commodity is duly increased, its price will fall, and 
the profits of the trade will conform to the general level. 
A fall in the general rate of profits is by no means incompat¬ 
ible with a partial rise of profits in particular employments. 
It is through the inequality of profits that capital is moved 
from one employment to another. Whilst, then, general 
profits are falling, and gradually settling at a lower level in 
consequence ol' the rise of wages, and the increasing difficulty 
of supplying the increasing population with necessaries, the 
profits of the farmer may, for an interval of some little 
duration, be above the fbrmcr level. An extraordinary 
stimulus may be also given for a certain time to a particular 
branch of foreign and colonial trade” (Chapter VI, p. 70). 
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“It should be recollected that prices always vary in the 
market, and in the first instance, through the comparative 
state of demand and supply. Although cloth could be 
furnished at per yard, and give the usual profits of 
stock, it may rise to 605. or 80.9. from a general change of 
fashion. . . . The makers of cloth will for a time have unusual 
profits, but capital will naturally How to that manufacture, 
till the supply and demand arc again at their fair level, 
when the price of cloth will again sink to 40J., its natural 
or necessary price. In the same manner, with every increased 
demand for corn, it may rise so high as to afford more than 
the general profits to the farmer. If there be plenty of fertile 
land, the price of corn will again fall to its former standard, 
after the requisite quantity of capital has been employed in 
producing it, and profits will be as before; but if there be 
not plenty of fertile land, if, to produce this additional 
quantity, more than the usual quantity of capital and labour 
be required, corn will not fall to its former level. Its natural 
price will be raised, and the farmer, instead of obtaining 
permanently larger profits, will find himself obliged to be 
satisfied with the diminished rate which is the inevitable 
consequence of the rise of wages, produced by the rise of 
necessarie.s” (p. 71). 

With a given working day (or if there arc only such difl'er- 
dices in the working day in tlie various branches of production 
as arc compensated by the special conditions of the different 
types of labour), the general rate of surplus value, or surplus 
labour, is also given, since wages arc, on the average, the 
same. Ricardo has this always in mind, and he confuses this 
general rate of surplus value with the general rate of profit. 
I have shown that with the same general rate of surplus value 
the rates of profit would necessarily be very different in the 
various branches of' production if the commodities were sold 
at their respective values. 

The general rate of profit arises through the total surplus 
value produced being calculated on the total capital of the 
community (the class of capitalists). Each capital in each 
particular branch of production presents itself therefore as an 
aliquot part of a total capital of the same organic composition^ 
both as regards constant and variable capital and as regards 

X 
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circulating and fixed capital. As such an aliquot part it draws 
its dividends from the surplus value created by the aggregate 
capital, in proportion to its size. I'he portion of surplus value 
which, during a certain period of time, for example one year, 
falls to the share of a block of capital of a certain size, for 
example 100, constitutes the average profit or the general rate 
of profit, in which form it enters into the production costs of 
each branch of production. If this portion for each 100 is 
equal to 15, then the normal profit is 15 per cent., and the 
price of production is 115. It may be less, if for example only 
a part of the capital advanced enters into the process of the 
formation of value as depreciation. But it is always equal to 
the capital consumed plus 15, the average profit on the capital 
advanced. If in one case 100 enters into the product, and in 
another case only 50, then in the first case the price of produc¬ 
tion is 100 plus 15, that is, 115, and in the second 50 plus 15, 
that is, 65. At these prices both capitals would have sold their 
commodities at the same price of production, that is to say, at a 
price which yielded both the same rate of profit. It is clear 
that the emergence, realisation, formation of the general rate of 
profit necessitates the transformation of values into prices of 
production different from these values. Ricardo, on the 
contrary, assumes the identity of values with prices of produc¬ 
tion, because he confuses the rate of profit with the rate of 
surplus value. Consequently he has not the faintest inkling of 
the universal change which takes place in the prices of com¬ 
modities through the formation of a general rate of profit before 
there can be any talk of such a thing. He takes this rate of 
profit as a premise, which therefore, according to him, even 
enters into the determination of value. (See Chapter I, ‘‘On 
Value’’.) With the general rate of profit taken for granted, 
he considers merely those exceptional modifications in prices 
which arc necessary in order to maintain this general rate, 
to keep this general rate of profit in existence. He has not 
the least idea of the fact that a transformation of values into 
prices of production must first take place in order to create the 
general rate of profit; and that therefore, by taking a general 
rate of profit as his basis, he is no longer dealing directly with 
the values of commodities. 
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Moreover, what is dominant in the preceding passage is 
only Adam Smith’s standpoint, and even this in a one-sided 
way, because Ricardo clings firmly to the reservation in his 
mind about the general rate of surplus value. According to 
him, the rate of profit rises above the average level only in 
particular branches of production, because the market price 
rises above the natural price as a result of the relation between 
supply and demand, underproduction or overproduction in 
particular branches of production. Competition, the influx of 
new capital to one branch of production, or withdrawal of old 
caj)ital fiom another branch, then equalises out market price 
and natural price with each other and reduces tlur profit of 
that particular branch of production to the general level. 
Here the actual level of profit is assumed as constant and given, 
and what is in c|uestion is only the reduction to this level of 
the profit in particular branches of production where it has 
risen above or fallen below the level as a result of demand 
and supply. In this connection, it is even always .assumed by 
Ricardo that the commodities whose prices yield more than 
the average profit stand above their value, and those whose 
prices yield less stand below their value. If competition brings 
their market value into conformity with their value, then the 
average level is restored. 

The level itself, according to Ricardo, can only rise or fall 
when wages fall or rise (with a relative degree of permanence), 
that is to say, when the rate of relative surplus value falls or 
rises; and this takes place without any change in prices, 
although Ricardo in this connection himself admits a very 
significant variation in prices in different branches of produc¬ 
tion, according to the composition of their capital as between 
circulating and fixed. 

But even when a general rate of profit is established, and 
consequently prices of production, the rate of profit in particu¬ 
lar branches of production may rise because in these branches 
the time w^orked is longer and the rate of absolute surplus 
value rises. That competition betwt'cn the workers is unable 
to level this out is proved by the intervention of the State. 
In such a case the rate of profit in this particular branch of 
production will rise without any rise of the market price 
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above the natural price. Competition between capitals can 
and in the long run certainly will ensure that this excess of 
profit will not fall entirely to the share of the capitalists in 
these particular branches of production. They will have to 
lower their commodities below their ‘‘natural prices’’, or the 
other branches of production will raise their prices somewhat; 
in any case, even if thcry do not actually raise them—such a 
rise might be counteracted by a fall in the value of these 
commodities—they would not lower them to th(! full extent 
demanded by the development of the productive power of 
labour in their own branches of production. The general level 
of the rate of profit will rise, and the prices of production will 
be altered. 

Moreover: if a new branch of production becomes estab¬ 
lished in which a disproportionately large ciuantity of living 
labour in relation to accumulated labour is employed, in 
w^hiidi therefore the composition of capital is far below the 
average composition which determines the average profit, it 
is possible that the relations of supply and demand for such a 
new branch of production may allow it to sell its product for 
more than its price of production, at a price that approximates 
more closely to its actual value. If competition levels this out, 
this is only possible through the raising of the general level of 
the rate of profit, because capital as a whole realises, sets in 
motion, a greater quantity of unpaid surplus labour. The 
relations of supply and demand do not in the first instance, as 
Ricardo thinks, cause the commodity to be sold above its 
value, but only to be sold at a price approximating to its 
value, above its price of production. The process of 
equalisation of the rate of profit cannot therefore have the result 
of reducing it to the old level, but of establishing a new 
level. 

It is the same for example with trade with the colonies, 
where as a result of slavery and the bounty of nat ure the value 
of labour is lower than in the old country; or this may also 
be due to the fact that, in practice or in law, private ownership 
of the land has not developed there. If capitals from the 
motherland can be transferred at will into this new trade, it 
is true that they will lower the specific extra profit in this 
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branch of business, but they will raise lh<! general rate of 
profit, as Adam Smith quite correctly observes. 

On this issue Ricardo always helps himself out with the 
phrase: But in the old trades the quantity of labour employed 
has nevertheless remained the same, and so have wages. The 
general rate? of profit, however, is determined by the; ratio of 
the unpaid labour to the paid labour and to the capital 
advanced, not in one or othcT particular trade but in all 
trades into which cajntal can be IVeely transferred. In nine- 
tenths of these trades the ratio may remain the same; but if 
in onc-tenth there is a change*, then the general rate of profit 
in the ten-tenths must change. However often there is an 
inen^ase in the amount of unpaid labour set in motion by a 
capital of a certain size, the result of competition can neverthe¬ 
less only be that capitals of eciual size once again draw equal 
dividends, equal sliarcs of this increased surplus labour; it 
cannot be that, in spite of the greater amount of surplus labour 
in proportion to the aggregate advanced capital, the dividend 
drawn by each individual capital remains the same, is reduced 
to its former share of surplus value. If Ricardo makes this 
assumption, he has absolutely no ground for contesting Adam 
Smith’s view that the mere increasing competition of capitals, 
resulting from their act umulation, reduces the rate of profit. 
For here lie himself assumes that the rate of profit is lowered 
simply by competition, although the rate of surplus value is 
rising. This is certainly conneelcd with his second false assump¬ 
tion that the rate of profit, apart from the lowering or raising 
of wages, can never rise or fall except for temporary deviations 
of the market jiricc from the natural price. And what is the 
natural price? That price which is equal to the capital advanced 
plus the average profit. T his therefore leads us back again to 
the presupposition that the average profit can never fall or 
rise except when the relative surplus value changes. Ricardo is 
therefore wrong when, in opposition to Adam Smith, he 
says: 

“Any change from one foreign trade to another, or from 
home to foreign trade, cannot, in my opinion, affect the rate 
of profits” (Chapter XXV, p. 232). 
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He is equally wrong in thinking that the rate of profit does 
not aflect prices of j^roduction because it does not affect 
values. 

Ricardo errs in the ass\implion that [when a trade which is 
favourably placed rises above the g(uieral level of the rate 
of profit] this general level is always re-established by a 
reduction of the rate of profit to the former level and not by 
raising it. 

“They contend that the equality of profits will be brought 
about by the general rise of profits; and I am of opinion that 
the profits of the favoured trade will speedily subside to the 
general level” (Chapter VII, p. 78). 

Because of his completely wrong conception of the rate of 
profit, Ricardo misunderstands entirely the influence of foreign 
trade, when it does not directly lower the price of the workers’ 
means of subsistence. He does not see of what enormous 
importance it is for England, for example, to secure cheaper 
raw materials for industry; and that in this case, though 
prices fall, the rate of profit rises, while in the opposite case, 
with rising prices, the rate of profit can fall, even if in both 
cases wages remain the same. 

“It is not, therefore, in consequence of the extension of the 
market that the rate of profit is raised” (Chapter VII, 
p. 80). 

The rate of profit does not depend on the price of the 
individual commodity but on the quantity of surplus labour 
that can be realised with a given capital. In other connections, 
too, Ricardo fails to recognise the importance of the market, 
because he does not understand the nature of money. 

In addition to this, a further point to be noted is that 
Ricardo commits all these errors because he tries, by means 
of high-handed abstractions, to establish the identity of the 
rate of surplus value with the rate of profit. Hence it is that the 
vulgar mob has drawn the conclusion that theoretical truths are 
abstractions which contradict the actual state of things—instead 
of seeing on the contrary that Ricardo does not carry his correct 
abstraction far enough and is therefore driven into false 
abstraction. 



11 . ACCUMULATION OF CAPITAL AND CRISES 


1 . SIMPLE REPRODUCTION 

We first examine the propositions widely scattered through 
the whole of Ricardo’s work: 

. all the productions of a country are consumed; but it 
makes the greatest difference imaginable whether they are 
consumed by those who reproduce or by those who do not 
reproduce another value. When we say that revenue is 
saved and added to capital, what wc mean is, that the 
portion of revenue, so said to be added to capital, is consumed 
by productive instead of unproductive labourers.^ There can 
be no greater error than in supposing that capital is increased 
by non-consumption. If the price of labour should rise so 
high that, notwithstanding the increase of capital, no more 
could be employed, I should say that such increase of 
capital would be still unproductively consumed” (Chapter 
VIII, Footnote, p. 94). 

Here, therefore—as with Adam Smith and others—the only 
[question raised is whether the revenue saved] is consumed 
by workers or not. But the issue concerns also the industrial 
consumption of commodities which Ibrm constant capital, 
and are consumed as instruments of labour or materials of 
labour, or are consumed in such a way that through this 
consumption they are transformed into instruments or materials 
of labour. The conception that the accumulation of capital is 
the transformation of revenue into wages, that it is equivalent to 
the accumulation of variable capital, is quite incorrect, that is, 
one-sided. It leads to a wrong treatment of the whole question 
of accumulation. 

Above all it is essential to have a clear conception of the 
reproduction of constant capital. Here we consider the annual 
reproduction, taking the year as the time measure of the 
process of reproduction. 

^ Here wc find the same distinction as in Adam Smith. 
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A great part of the constant capital—the fixed capital— 
enters into the annual labour process, but does not enter [as 
a whole] into the annual process of the formation of value. 
[A considerable part of it] is not consumed, and therefore does 
not require to be reproduced. It is maintained in being—and, 
along with its use value, also its exchange value—by the fact 
that it does enter into tlie process of reproduction and remains 
in contact with living labour. The greater this part of a 
eounti'^^’s capital is in one year, the greater, relatively, is the 
purely formal reproduction (maintenance) of it in the follow¬ 
ing year—on the assumption that the ]>roductioii process is 
rcn(‘wed, continued and kept in How even if only at the same 
lcv( 4 . Repairs and otlier outgoings necessary I'or the main¬ 
tenance of the fixed capital are added to its original labour 
costs. This has nothing in common with its maintenance in 
the sense used above. 

A second part of' the constant ( apilal is consumed annually 
ill the production of commodities and must iherefbn* also be 
reproduced. This includes all that jiart of the fixed capital 
which enters each year into the process of formation of value, 
and that whole part of the constant capital whicli consists of 
circulating capital, raw materials and auxiliary materials. 

As for this second portion of the constant capital, it is 
necessary to make the Ibllowing distinctions. 

A certain portion of what appears in one sphere of jiroduction 
as constant capital—instruments and materials of labour—is 
simultaneously^ in another, paralJc'l sphcTc of production, the 
product. For example, yarn forms part of the constant capital 
of the weaver; it is the product of the spinner, and may have 
been still in the process of becoming yarn the day before. 
In using the term simullaneously, we mean jiroduciid during 
the same year. The same commodities, in different phases, pass 
through various sy)heres of production in the course of the 
same year. They emerge from one sphere as a product, and 
enter another as commodities forming constant capital. And, 
as constant capital, they are all consumed during the year; 
whether, as with fixed capital, only their value enters into 
the commodity, or also their use value, as in the case of 
circulating capital. The commodity produced in one sphere 
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of production passes into another sphere of production, to be 
there consumed as constant capital; while alongside this 
scries of production spheres into which the same commodity 
enters, the various elements or various phases of tins commo¬ 
dity are simultaneously being produced alongside each other. 
In the course of the same year it is continually consumed in 
one sphere as constant capital, and in another parallel sphere 
jiroduced as a commodity. The same commodities which are 
in this way consumed as constant capital during the year, are 
also similarly being continuously produced during the same 
year. A machine is wearing out in sphen^ A. Simultaneously, 
it is being produced in sphere li. The constant capital which 
is consumed during th(! year in the splicrcs of production 
which produce the means of subsistence is at the same time 
produced in other spheres of prodiuiion, so that in the course 
of the year or at the end of the year it is replaced in natural 
lioth of them—the means of subsistence and tliis ])arL of the 
constant capital—are products of new labour, active during 
the year. A portion of the value of the jiroduct of spheres 
producing the means of subsistence replaces the constant 
capital of these spheres of production; this portion of value, as 
I showed earlier, forms the revenue of the producers of this 
constant capital. 

But there is also a further portion of the constant capital 
which is consumed annually^ without entering as a component 
into the spheres of production which produce the means of 
subsistence (consumption goods). It therefore also cannot be 
n'placed from these spheres. Wo mean the portion of‘ the 
constant capital—instruments of labour, raw materials and 
auxiliary materials—which are themselves industrially con¬ 
sumed in the production of the constant capital—machinery, 
raw materials and auxiliary materials. This part, as wc have 
seen, is replaced in natura, cither directly from the product of 
this sphere of production itself (as in tlie case of seed, livestock, 
and in part coal), or through the exchange of a portion of the 
product of the various spheres of production which produce 
constant capital. In such cases there is an exchange of capital 
against capital. Through the existence and the consumption 

1 Tn kind. 
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of this portion of constant capital not only is the mass of 
products increased, but also the value of the annual product. 
The portion of value of the annual product which is equal to the 
value of this portion of the consumed constant capital, buys 
back in natura^ or withdraws from the annual product, that 
part of it which is destined to replace in natura the constant 
capital that is consumed. For example, the value of the seed 
sown determines the part of the value of the harvest (and thus 
tlie quantity of corn) which must be returned to the land, to 
production, as seed, as constant capital. Without the labour 
new^ly applied in the course of the year this portion would not 
be reproduced; but it is in fact produced by the labour of the 
last or previous years and—^in so far as labour productivity 
remains the same—the value which it adds to the annual 
product is the result not of this year’s labour, but of the labour 
of a previous year. The greater, proportionately^ is the constant 
capital in use in a country, the greater will also be this part 
of the constant capital which is consumed in the production 
of the constant capital, and which is not only expressed in a 
greater quantity of products, but also raises the value of this 
quantity of products. This value is therefore not only the result 
of the current year’s labour, but equally the result of the past 
labour of a previous year, although but for the immediate, 
current year’s labour it would not reappear, any more than 
would the product in which it is embodied. If this portion 
grows, not only the mass of the annual products grows, but 
also their value^ even if the annual labour remains the same. 
This growth is one form of the accumulation of capital^ which it 
is essential to understand. And nothing can be further from 
this understanding than Ricardo’s statement: 

“The labour of a million of men in manufactures will 
always produce the same value, but will not always produce 
the same riches” (Chapter XX, p. 182). 

These million men—^with a given working day—will not 
only produce very different quantities of commodities in 
accordance with the productivity of labour, but the value of 
these quantities will be very different, according as they are 
produced with much or little constant capital, as therefore much 
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or little value originating in the past labour of previous years 
is added to them. 

For the sake of simplicity, when we speak of the reproduc¬ 
tion of the constant capital we always make the preliminary 
assumption that the productivity of labour and consequently 
the methods of production remain the same. That which, at a 
given level of production, has to be replaced as constant 
capital is a definite quantity in natura. If productivity remains 
the same, then also the value of this quantity remains constant. 
If changes ocxur in the productivity of labour, as a result of 
which the same quantity can be newly reproduced at greater 
or less cost, with more or less labour, then similarly changes 
occur in the value of the constant capital, and these affect the 
surplus product after deduction of the constant capital. 

For example, let us assume that 20 quarters at or /^6o, 
are required for sowing. If each quarter is reproduced with 
one-third less labour, then a quarter now only costs Now, 
as previously, 20 quarters have to be deducted from the product 
for sowing, but the portion of value which they constitute in 
the total product is now only For the replacement of the 
same constant capital in such a case, a smaller portion of value 
and a smaller part in kind of the total product would be 
required, although 20 quarters have to be returned to the land 
as seed, just as before. 

If the constant capital consumed annually (in the labour of 
a million men) were j(^i 0,000,000 in the case of one nation, 
and in another nation only 1,000,000, and the annual labour 
of a million men were 3(^100,000,000, the value of the product 
of this million men would be 110 million for the first nation, 
and only loi million for the other. At the same time it would 
be not only possible, but certain, that in nation I the individual 
commodities would be cheaper than in nation II, because the 
latter would produce a much smaller quantity of commodities 
with the same labour, much smaller than the difference between 
10 and I. It is tiTie that a greater portion of the value of the 
product goes to replace the (constant) capital in nation I as 
compared with II, and therefore also a greater portion of the 
total product. But the total product is also much greater. 

In the case of factory-made goods it is known that a million 
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men in England produce not only a much greater product, 
but also a product ol‘ much greater value, than in Russia for 
example, although the individual commodity is much cheaper. 
In agriculture, however, the same n^lation between capitalis¬ 
tically developed and relatively undeveloped nations does not 
seem to exist. I'he product of the backward nation is cheaper 
than that of the capitalistically develo])ed nation, as measured 
in its money price. And nevertheless the product of the developed 
nation appears to be the product of much less labour (in the 
course of a year) than that of the backward one. In England 
for example less than a third [of the workers] are engaged in 
agriculture; in Russia in the former /g, in the later }|. 
These figures are not to be taken literally. In England for 
cxamjdc a large number of persons in industry —in machine- 
construction, trade, transport, and so on—are engaged in the 
production and delivery of elements of agricultural production, 
while in Russia this is not the case. I’hc pro})ortion of persons 
engaged in agricultures cannot therefore be directly determined 
by the number of individuals immediately employed in 
agriculture. In countries of capitalist production many people 
participate indirectly in this agricultural production, who in 
undeveloped countries arc directly included in it. I’he difler- 
ence [ihereforej appears to be greater than it is. This difference 
however is extremely important for the civilisation of the 
country as a whole, even in so far as it consists merely in the 
fact that a greater part of the producers engaged in agriculture 
do not directly j^articipatc in it and arc saved from the narrow 
}>arochialism of country life, belonging as they do to the 
industrial population. But for the moment w'c will leave this 
point. We will also leave aside the fact that most agricultural 
peoples arc compelled to sell their product below its value, 
while in countries of developed capitalist production the 
agricultural product rises to its value. 

In any case, a portion of the value of the constant capital 
enters into the value of the English agricultural product which 
docs not enter into the value of the product of Russian agri¬ 
culture. Let us assume that this portion of the value is equal 
to a day’s labour of ten men, and that one English labourer 
sets this constant capital in motion. I am speaking of that 
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part of the constant capital of the agricultural product which 
is not replaced by new labour, as is the case, for example, 
with agricultural implements. If five Russian labourers arc 
required to produce the same product as one Englishman 
produces llirough the agency of the constant capital of lo, 
and if the constant capital used by tlie Russian is equal to 
one day’s labour, then the English product loc j iv ii 
days’ labour, and th(‘ product of the Russians = 1^ +51; 
= 6. If the Russian land is so much more fertile than the 
English, that without the use of constant capital or with a 
constant capital one-tenth the size [but using five times as 
many labourers] it produces as much grain as one Englishman 
with ten times the constant capital, then the relation between 
the values of the same quantities of English and Russian grain 
is as 11 : (i. If the quarter of Russian grain is sold at £2, the 
English quarter is sold at £3^ for 2 : 35- — 6 : 11. 'Ehe money 
jtrice and the value of the English grain would therefore be 
much higluT than that of the Russian, but nevertheless the 
English grain wwild be produced with much less [immediate] 
labour, inasmuch as the dead labour, which reappears both in 
the quantity and in the value of the product, costs no additional 
new labour. This [ the higher price and value of English grain] 
would be always the case, if the Englishman used less immediate 
labour than the Russian, but the higher constant capital that 
he uses—and that costs him nothing, although it has cost 
something and must be paid for —does not raise the produc¬ 
tivity of labour lo such an extent tJiat it compensates for the 
natural fertility of the Russian soil. The money price of 
agricultural products can therefore be higher in countries of 
capitalist production than in less developed countries, although 
in fact they cost less labour. I’hc product contains [a greater 
total] of immediate and past labour, but this past labour 
costs nothing. The product would be cheaper, but for the 
difference in natural fertility. This would also explain the 
higher money price of the labourer’s wage. 

Up to this point \ve have been speaking only of the reproduc¬ 
tion of the capital involved. The labourer replaces his wages, 
with a surplus product or surplus value, which forms the 
profit (including rent) of the capitalist. He replaces that part 
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of the annual product wliich serves liim anew as wages. The 
capitalist has consumed his profit in the course of the year, but 
the labourer has created a portion of the product which can 
again be consumed as profit. The portion of the constant 
capital which is consumed in the production of means of 
subsistence is replaced by constant capital which during the 
year is produced by new labour. The producers of this new 
portion of the constant capital realise their revenue (profit 
and wages) in that part of the means of subsistence which is 
equal to the portion of the value of the constant capital 
consumed in their production. Finally, the constant capital 
which is consumed in the production of the constant capital 
—in the production of machines, raw material and auxiliary 
materials—^is replaced in natura or through the exchange of 
capital from the total product of the various spheres of produc¬ 
tion which produce constant capital. 



2 . TRANSFORMATION OF REVENUE INTO 
CAPITAL 

What then is the position with regard to the increase of capita], 
its accumulation as distinguished from reproduction, the trans¬ 
formation of revenue into capital? 

To make the question simpler, let us assume that the 
productivity of labour remains the same, there is no change 
in the method of production, that is, the same quantity of 
labour is required to produce the same quantity of commodi¬ 
ties; that therefore the increase of capital costs the same labour 
as the previous year’s production of capital of the same size. 
A portion of tlic surplus value must be transformed into capital, 
instead of being consumed as revenue. It must be transformed 
partly into constant, partly into variable capital. And the 
proportions in wliich it is divided into these two different 
parts of capital depend on the organic composition of capita] 
which we have assumed—^since the method of production 
remains unchanged and also the proportionate value of the 
two parts. I’he higher the development of production, the 
greater will be the portion of the surplus value which is trans¬ 
formed into constant capital, compared with the portion of the 
surplus value which is transformed into variable capital. 

First, therefore, one portion of the surplus value, and of the 
corresponding surplus product in the form of means of sub¬ 
sistence, has to be transformed into variable capital; that is 
to say, new labour has to be bought with it. This is only possible 
if there is an increase in the number of workers, or if the labour 
time during which they work is lengthened. The latter takes 
place when for example a part of the labouring population has 
been only half or two-thirds employed, or also, for longer or 
shorter periods, through an absolute prolongation of the 
working day, which then however must be paid for. But this 
cannot be considered a constant method of accumulation. 
The labouring population can increase when previously 
unproductive workers are transformed into productive, or 
sections of the population who previously did not work—such 
as women and children, or paupers—are drawn into the 
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productive process. Here we do not deal with this latter 
point. Finally, it can conic about through the absolute growth 
of the labouring jiopulalion along with the growth of the 
population in general. If accumulation is to be a constant, 
continuous process, a necessary condition is this absolute 
growth of the population, although it may dcxdine relatively 
to the cayiital employed. Increase oj the population is the basis of 
accumulation as a constant process. But this presupposes an 
average wage which permits of* the constant growth of the 
labouring population and not merely its reproduction. Capi¬ 
talist production makes provision for sudden needs by the very 
fact that it overworks a part of llie labouring population and keeps 
the other part as a reserve army, half or entirely pauperised. 

How then docs it stand with the other portion of the 
surplus value that has to be transformed into constant capital? 
To simplify the question, let us exclude foreign trade and 
consider an isolated nation. Let us take an example. Let the 
surplus value that a linen-weaver has produced be equivalent 
to ;(,’io,ooo, of wdiich he wants to transform one-half, that is 
^5,000, into capital. Let us assume that, on the basis of the 
organic composition of machine weaving, one-fifth of this 
amount has to be laid out in wages. We are leaving out of 
account h(!re the turnover of caj)ital as a result of wliich perhaps 
an amount of five weeks’ wages would suffice, after which he 
would sell his product and so receive back from circulation 
the capital for w'ages. W^e assume that he must hold in reserve 
at his banker’s 1,000 for wages (for 20 men) and gradually, 
in the course of the year, lay it out in wages. 7 ’hen £4,000 is 
to be transformed into constant capital. He must first buy yarn 
—as much as tw^enty men can spin in the course of the year. 
(We are abstracting throughout from the turnover of the 
circulating part of the capital.) Further, he must increase the 
number of looms in his mill, perhaps add a steam-engine or 
enlarge the old one, and so on. But in order to buy all this, 
he must find yarn, looms, etc., on the market. He must trans¬ 
form his £4.,000 into yarn, looms, coal, etc., that is, he must 
buy these products. But in order that he can buy them, they 
must be there. As we assumed that the reproduction of the 
old capital has taken place under the old conditions, the yarn 
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spinner has laid out his whole capital in order to provide the 
quantity of yarn required by the weaver in the previous year. 
How then is he to satisfy the increased demand by an increased 
supply of yarn? It is just the same with the machinery manu¬ 
facturer who supplies the looms, etc. He has produced only 
enough new looms to cover the average consumption of looms 
in weaving. But the weaver who is eager to accumulate places 
orders for £3,000 of yarn and £1,000 of looms, coal (the coal 
producer is in the same position), and so forth. Or he gives 
the spinner £3,000, the machinery manufacturer and the coal 
merchant, etc., £1,000, so that they can transform this money 
into yarn, looms and coal for him. He would therefore have 
to wait until this process is completed before he could make a 
start with his accumulation, his production of new linen. This 
would be the first interruption. But now the spinner finds 
himself in the same position with the £3,000 as the weaver 
did with the £4,000, except that he can at once deduct his 
profit. He can find an additional number of spinners, but he 
needs flax, spindles, coal, etc. In the same way the coal 
supplier, apart from new workers, needs new machinery or 
implements. And the maker of machinery, who is to supply 
the new looms, spindles, etc,, needs—besides the additional 
workers—iron and so on. Worst of all, however, is the position 
with the flax grower, who can supply the additional quantity 
of flax only the following year. 

In order therefore that the weaver can, without complica¬ 
tions and interruptions, transform a portion of his profit each 
year into constant capital—and in order that accumulation 
can be a continuous process—he must find an additional 
quantity of yarn, looms, etc., on the market. He, the spinner, 
the coal supplier, etc., [can] only make use of more workers 
if they find [more] flax, spindles and machines on the market. 

A portion of the constant capital which is calculated to be 
used up each year, and enters as wear and tear into the value 
of the product, is in fact not used up. Take for example a 
machine which lasts twelve years and costs £12,000, which 
makes the average depreciation to be written ofl' each year 
£1,000. At the end of the twelve years, as £1,000 has entered 
each year into the product, the value of £12,000 has been 

y 



354 THEORIES OF SURPLUS VALUE 

reproduced, and a new machine of the same kind can be 
bought for this price. The repairs and patching up needed in 
the course of the twelve years are counted as part of the 
production costs of tlic machine; they have nothing to do with 
the question we are discussing. Reality, however, is in fact 
different from that method of average accounting. In the 
second year the machine may run better than in the first. 
And yet after twelve years it is no longer usable. It is the same 
as with a cow, whose average life is ten years, but which does 
not for that reason die b\' a tenth each year, although at the 
end of the ten years it must be replaced by a new individual. 
However, in the course of a given year a definite quantity of 
machinery, etc., is always reaching this stage, when it must 
actually be replaced by new machines. Each year, therefore, 
a definite quantity of the old machinery, etc., must actually, 
in nalurOy be replaced by new. And the average annual produc¬ 
tion of machinery, etc., correspojids with this. The value with 
which they are to be paid for is lying ready, from the proceeds 
of the commodities, according to the reproduction period of 
each machine. But the fact remains that a considerable part 
of the value of the annual product, of the value which is paid 
for it each year, though in fact necessary, in order for example 
to replace the old machinery at the end of twelve years, is 
certainly not actually required to replace one-twx'lfth each 
year in nalura^ which, in reality, could not even be done. 
This fund may in part be used for wages or to buy raw mater¬ 
ials, before the commodity is sold or paid for, being constantly 
thrown into circulation but not immediately returning from 
circulation. 'Jhis cannot however be the case throughout the 
whole year, as the commodities which comjjlete their turnover 
in the year realise their value in full, and must therefore pay 
for, realise, both the wages, raw materials and worn out 
machinery contained in them, as well as the surplus value. 
Where therefore much constant capital, consequently also 
much fixed capital, is employed, there exists in that part of 
the value of the product which provides the depreciation of 
the fixed capital, an accumulation fund^ which from the stand¬ 
point of the person who benefits from it can be used for the 
provision of new fixed capital (or also circulating capital). 
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without any deduction from the surplus value bein^ir made for 
this part of the accumulation (see MacCJulloch). This accumu¬ 
lation fund is not found at levels of production and in nations 
where there is no consid(!rable amount of fixed capital. This 
is an important point. It is a fund for the constant introduction 
of improvements, extensions, and so forth. 

But the point we want to come to here is the following. 
If the total capital employed in the machine-building industry 
were even only large enough to re^place the annual wear and 
tear of machinery, it would produce much more machinery 
than is required each year, since in part the wear and tear is 
conventional and in reality only has to be replaced in nalura 
after a certain period of years. The capital so employed 
therefore produces annually a mass of machinery which is 
available for new capital investments and anticipates these 
new capital investments. For example, in a certain year the 
machine builder starts his production. He supplies machinery 
to the value of 3(^12,000 during the year. Then in each of the 
eleven following years, for the simple reproduction of the 
machinery produced by him he would only have to produce 
to the value of ^(,'1,000; and even this annual production would 
not be annually consumed. Even less would his production 
be consumed if he employs his whole capital. In order that 
this capital should continue in motion and merely reproduce 
itself continuously each year, a continuous new extension of 
the industry which uses these machines is required. Even more 
is required, if he himself accumulates. Here therefore, even 
if in this sphere of production the capital invested in it is only reproduced^ 
continuous accumulation in the other spheres of production is 
necessary. In this way, however, this continuous accumulation 
also finds one of its elements continuously in supply on the 
market. Here in one sphere of production is a constant supply 
of commodities for accumulation, for new, additional industrial 
consumption in other spheres, even if in this sphere the 
existing capital is merely reproduced. 

With the 3(^5,000 profit or surplus value which is transformed 
into capital, for example by the weaver, there arc two possible 
cases—always on the assumption that he finds on the market the 
labour which he has to buy with of this 3(^5,000 in order, 



3f)6 THEORIES OF SURPLUS VALUE 

in conformity with the conditions of his sphere of production, 
to transform the capital of £5,000 into capital. This portion 
is transformed into variable capital and is laid out in wages. 
But in order to make use of this labour he needs yarn, auxiliary 
materials and more machines—except in the ease of the pro¬ 
longation of the working day. In this latter ease there is no 
me capital to be laid out directly for the machinery itself—it 
is only necessary to replace the value of the machinery at a 
somewhat more rapid rate. In this case only auxiliary materials 
require an advance of additional capital. 

The weaver may find these, his conditions of production, 
on the market. Then the purchase of these commodities is 
distinguished from that of other commodities only by the fact 
that he buys commodities for industrial consumption instead of 
for individual consumption. Or he may not find them on the 
market; then he must order them—as for example machines 
which are to be newly constructed—just as lie must order 
articles for his private consumption if lie does not find them on 
the market. If the raw material (flax) will only be produced 
to order—somewliat as indigo, jute, etc., is produced by the 
Indian ryots on orders and advances made by English mer¬ 
chants—the linen weaver's accumulation would be impossible 
for the current yc'ar in his own business. On the other hand if 
we assume that the spinner transforms /,3,ooo into [yarn] 
and the weaver docs not accumulale, then the spun yarn— 
although all the conditions for its production w'crc in supply 
on the market—will be unsaleable, and the £5,000^ while 
transformed into yarn, has not been transformed into capital. 

Credit^ which wx‘ do not need to treat further here, is the 
means w^hereby accumulated capital is not used directly in 
the sphere wdierc it is produced, but wdierc it has the most 
chance of being turned to good account. Every capitalist, 
however, will prefer to use his accumulation as far as possible 
in his own enterprise. If he invests it in someone else’s, he 
becomes a money capitalist and draws only interest instead 
of profit—or he would have to take to speculation. We are 
speaking here, however, of accumulation by and large, and 
only for the sake of illustration assume that it is invested in a 
special branch of production. 
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If on the Other hand the flax-grower had extended his pro¬ 
duction, that is to say accumulated, and the spinner and 
weaver and machinery manufacturer, etc., had not, then he 
would have superfluous flax in store and would probably 
produce less in the following year. 

For the time being we are leaving individual consumption 
altogether out of account, and are considering merely the 
mutual relations between the producers. If these relations 
exist, then the producers constitute in the first place a mutual 
market for the capitals which they must mutually replace; 
the newly employed or more fully employed workers constitute 
a market for a portion of the means of subsistence ])roduccd; 
and as the surplus value is greater in the following year, the 
capitalists can consume a growling portion of their revenue, 
and thus also to a certain extent constitute a market for each 
other. But even so a considerable portion of the annual product 
may remain unsaleable. 

The question has now to be formulated in this way: assuming 
general accumulation^ that is, assuming that capital is accumulated 
to a greater or less extent in all branches of production— 
which in reality is a condition of capitalist production, and is 
just as much the urge of the capitalist as a capitalist as it is the 
urge of the miser to pile up money (while it is also necessary 
in order that capitalist production should continue)— what 
arc the conditions for this general accumulation, how' does it 
come about? Or, as the linen weaver can represent for us the 
capitalists as a whole, w^hat are the conditions in w^hich he can 
uninterruptedly rctransform the £5,000 into capital and year 
in, year out, continuously carry on the process of accumula¬ 
tion? To accumulate the £5,000 means nothing else than to 
transform this money, this sum of values, into capital. The 
conditions for the accumulation of capital are therefore entirely the 
same as those in which it is reproduced or originally produced at all. 
These conditions, howcv'^cr, were: that with one part of the 
money labour is bought, and with the other part commodities 
(raw materials and machiner)’', etc.) which can be industrially 
consumed by this labour. Many commodities can only be 
industrially consumed, such as machinery, raw materials, 
semi-manufactured goods, and so on. Others, such as houses, 
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horses, wheat, corn (from which brandy or spirit, etc., is made), 
and so on, can be consumed industrially or individually. In 
order that these commodities can be bought they must be 
found as commodities on the market —in the intermediate 
stage between the completion of production and the consump¬ 
tion that has not yet begun, in the hands of the seller, in the 
stage of circulation—or they must be procurable to order 
(capable of being produced, as with the construction of new 
factories, etc.). They were so found—this was presupposed in 
the production and reproduction of capital—^through the 
division of labour carried out in capitalist production on 
a social scale (distribution of labour and capital among the 
various spheres of production); through the simultaneous 
process over the whole field oi parallel production and repro¬ 
duction. This w’as the condition of the market^ of the production 
and reproduction of capital. The greater the capital, the more 
developed the productivity of labour and in general the stage 
of capitalist production, so much the greater is also the mass 
of commodities found in circulation on the market, in transi¬ 
tion from production to consumption (individual and indus¬ 
trial), and so much the greater is the certainty for each 
particular capital that it will find the conditions for its repro¬ 
duction ready on the market. This is all the more the case 
because by the nature of capitalist production each separate 
capital, in the first place, works on a scale that is not deter¬ 
mined by individual demand (orders and the like, private 
needs), but by the striving to use as much labour and therefore 
to realise as much surplus value as possible and to produce 
the greatest possible mass of commodities with a given capital; 
and in the second place, each individual capital strives to take 
for itself the greatest possible place on the market and to push 
aside and exclude its competitors. 

This is the competition of capitals. The greater the development 
of the means of communication, the more can the supply on 
the market be reduced. 

“There will, indeed, where production and consumption 
are comparatively great, naturally be, at any given moment, 
a comparatively great surplus in the intermediate state, in 
the market, on its way from having been produced to the 
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hands of the consumer; unless indeed the quickness with 
which things arc sold ofl' should have increased so as to 
counteract what would also have been the consequence of 
the increased production” (An Inquiry into those Principles 
respecting the Nature of Demand and the Necessity of Consumption^ 
lately advocated by Mr, Malthus^ etc,^ London, 1821, pp. 6-7). 

The accumulation of new ca]>ital can therefore y)roceed only 
under the same conditions as the reproduction of already 
existing capital. 

We take no account here of the case in which more capital 
is accumulated than can be invested in production, and for 
example lies fallow in the form of money at the bank; hence 
comes lending abroad and so on—in a word, speculative 
investments. Nor do we consider the case where it is impossible 
to sell the mass of goods produced, crises, etc. This belongs to 
the section on competition. H(!n! we are examining only the 
forms of capital in the various phases of its process, it being 
throughout assumed that commodities are sold at their value. 

The weaver can retransform his £5,000 surplus value into 
capital if, in addition to labour for £1,000, he finds yarn, etc., 
in finished form on tlie market or can obtain them to order. 
This requires, therefore, the production of a surplus product in 
the form of commodities which enter into his constant capital, 
especially of those which require a somewhat lengthy period 
for production and cannot be increased in quantity quickly, 
or cannot be increased at all within the year—such as raw 
material, for example flax. 

This is where merchant’s capital comes into play, keeping 
available in warehouses supplies for growing consumption, 
individual and industrial; this, however, is only a form of 
intermediary agency that is not relevant here, but belongs 
to an examination of the competition of capitals. 

As the production and reproduction of the existing capital 
in one sphere presupposes parallel production and reproduc¬ 
tion in other spheres, so accumulation, or the formation of 
additional capital in one branch of production, presupposes 
the simultaneous or parallel production of additional products 
in the other branches of production. Consequently the level 
of production in all spheres which supply constant capital 
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must grow simultaneously, in conformity with the average 
share, determined by demand, which each particular sphere 
takes in the general growth of production; and all spheres 
supply constant capital which do not produce finished pro¬ 
ducts for individual consumption. Of the greatest importance 
in this growth is the increase in machinery (working tools), 
raw materials and auxiliary materials, since all other industries 
into which they pass, whether producing semi- or fully- 
manufactured articles—if these conditions are present—have 
only to set more labour in motion. 

It seems therefonr that a continuous surplus production is 
necessary in all spheres in order that accumulation may be 
possible. 

This has still to be somewhat more closely defined. 

Then there is the second essential question: 

[This refers to the portion of the] surplus value which is 
transformed back again into capital: [or the] portion of the 
profit, including rent; if the landowner wishes to accumulate, 
to transform rent into capital, it is always the industrial cayiitalist 
who gets the surplus value in his hands; this is also the case 
when the worker transforms a part of his revenue into capital. 
This part of the jirofit which is transformed back again into 
capital consists entirely of labour added during the previous 
year. The question arises whether this new cajiital is all laid 
out in wages, exchanged only against new labour? 

An argument for this is: all value comes originally from 
labour. All constant cajiital is originally as much the product 
of labour as is the variable capital. And here we seem again 
to come up against the direct genesis of capital from labour. 

An argument against it is: is the formation of additional 
capital to take place under worse conditions of production 
than the reproduction of the old capital? Must it go back to 
a lower level of the method of production? But this would have 
to be the case if the new value were laid out entirely on direct 
labour, which would thus also have itself, without fixed capital, 
etc., to produce this fixed capital, just as originally labour 
had first itself to produce its constant capital. This is pure 
nonsense. But it is the presupposition made by Ricardo and 
others. This must be gone into more closely. 



3 . TRANSFORMATION OF ACCUMULATED SURPLUS 
VALUE INTO VARIABLE AND CONSTANT CAPITAL 


The question is this: 

Can a part of the surplus value be transformed into capital, 
by the capitalist, instead of selling it—or more precisely, the 
surplus product in which it is expressed—putting it rather to 
direct use as capital? An affirmative answer to this question 
would already imply that the whole sum of the surplus value 
to be transformed into capital is not transformed into variable 
capital or is not laid out in wages. 

With that part of the products of agriculture which consists 
of grain or cattle, this is clear from the outset. A part of the 
grain which belongs to that portion of the harvest representing 
the surplus product or surplus value for the farmer, and 
similarly a part of the cattle, can at once serve again as means 
of production—as seed or beasts of burden—instead of being 
sold. It is the same with the part of the materials for manuring 
produced on the land itself, wluch materials at the same time 
circulate as commodities in trade, that Ls, can be sold. The 
farmer can immediately transform this part of the surplus 
product [accruing] to him as surplus value, as profit, back 
again into means of production within his own sphere of 
production, thus transforming it directly into capital. This 
part is not paid out in wages, is not transformed into variable 
capital. It is withdrawn from individual consumption, without 
being productively consumed in the sense used by Adam Smith 
and Ricardo. It is industrially consumed, but as raw material, 
not as means of subsistence of either productive or of unpro¬ 
ductive workers. Grain however serves not only as a means 
of subsistence for productive workers and others, but also as 
auxiliary material for cattle, as raw material for spirits, starch 
and so on. Cattle for their part (for fattening, or draught 
animals) serve not only as means of .subsistence but also 
provide raw materials for a mass of industries—skins, hides, 
fat, bones, horns, etc.—and motive power, partly for agriculture 
itself and partly for the transport industry. 
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In all [branches of production] in which the time of reproduc¬ 
tion extends over [more than] a year, as is the. case with a 
considerable part of the production of livestock, timber, etc., 
but which products at the same time have to be continuously 
reproduced—that is, require the application of a definite 
quantity of labour—accumulation and reproduction coincide 
in so far as the newly applied labour, which represents not 
only the paid but also the unpaid labour, has to be accumulated 
in naiura until the product is ready for sale. 

We arc not referring here to the laying aside of the profit 
added annually [to the capital] on the basis of the general 
rate of profit; this is not real accumulation, but only a method 
of accounting. Here we are dealing with the accumulation of 
the total labour which is repeatedly applied over the course of 
several years, in which therefore not only paid but also unpaid 
labour is accumulated in naiura and immediately again trans¬ 
formed into capital. In such cases on the other hand the 
accumulation of the profit is independent of the quantity of 
newly added labour. 

The position is the same with commercial crops (whether 
they provide raw materials or auxiliary materials). Tlieir 
seed, and that part of them that can be used agciin for manure, 
etc., represents a portion of the total product. Fatu if it were 
unsaleable this would not alter the fact that as soon as it 
enters again into the means of production it forms a part of 
the total value and as such forms constant capital for new 
production. 

This already settles one important question—relating to 
raw materials and means of subsistence, in so far as these arc 
actually agricultural products. In this sphere therefore accumu¬ 
lation directly coincides with reproduction on an enlarged 
scale, in such a way that a part of the surplus product serves 
again, directly in its own sphere of production, as means of 
production without being exchanged for wages or other 
commodities. 

The second important question relates to machinery. Not the 
machine that produces commodities, but the machinery- 
producing machine, the constant capital of the machinery- 
producing industry. Given this, nothing besides labour is 
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required in order to provide the raw materials of the extractive 
industries, iron, etc., for the production of containers and 
machines. And with the latter are produced the machines for 
working up the raw material itself. The difficulty wc arc 
confronted with here is: not to fall into a cercle vicieux of 
presuppositions. That is to say, in order to produce more 
machinery, more material (iron, etc., coal, etc.) is necessary, 
and in order to produce this, more machinery is necessary. 
Whether we assume that industrialists building machines and 
industrialists producing machines (with the machine-building 
machines) arc in the same group or not, makes no difference. 
This much is clear: a part of the surplus product is represented 
in machine-building machines (at least it is the business of 
the machine manufacturer to see that it is so represented). 
These do not need to be sold, but can enter again, in naiura, 
into new production as constant capital. Here therefore we 
have a second category of the surplus product w'hich enters 
directly (or indirectly through exchange in the same sphere 
of production) into new production (accumulation) as constant 
capital, without having gone tlirough the process of a prior 
transformation into variable capital. 

The question whether a part of the surplus value can be 
directly transformed into constant capital immediately resolves 
itself into the question whether a part of the surplus product, 
in which the surplus value is represented, can again enter 
its own sphere of production as means of production directly, 
without being previously alienated. 

The general law is as follows: 

Where a part of the product, and tlicrefore also of the 
surplus product (that is, the use value in which the surplus 
value is represented), can again enter directly, without an 
intermediary phase, as constant capital into the sphere of 
production from which it emerged—as means of labour or 
material for labour—accumulation within this sphere of 
production can and must take such a form that a part of the 
surplus product, instead of being sold, is again incorporated 
as [means of production] for reproduction, directly (or through 
exchange with other specialists in the same sphere of produc¬ 
tion, who accumulate in the same way), so that accumulation 
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and reproduction on an enlarged scale here directly coincide. 
They must everywhere coincide, but not in this direct way. 

This is also the case with a part of the auxiliary materials. 
For example, with the coal produced in a year. A part of the 
surplus product can itself be used in the further production of 
coal, and can therefore be used by its producers directly, 
without any intermediary phase, as constant capital for 
production on an expanded scale. 

Among industrialists there are machine builders who 
construct whole factories for manufacturers. Let us assume 
that one-tenth of their product is surplus product or unpaid 
labour. It is clear that it makes no difference whether this 
tcntJi, the surplus product, consists in factories built for third 
persons and sold to them, or in a factory which the producer 
builds for himself, sells to himself. What w'c are considering 
here is only the form of the use value in which the surplus 
labour is represented—whether it can enter again as means 
of production into the sphere of production of the capitalist 
to whom the surplus product belongs. Here we have yet 
another example of how important is the determination of 
the use value in the analysis of econotnic forms. 

Here, therefore, w-e already have a special part of the 
surplus product in which surplus value [is incorporated], 
which can and must be directly transformed into constant 
capital in order to be accumulated as capital^ without this, no 
accumulation of capital can take place at all. 

Secondly, we have seen that where capitalist production is 
developed—that is, the productivity of labour; that is, the 
constant capital; that is, especially the portion of the constant 
capital which consists in fixed capital—the mere reproduction 
of the fixed capital in all spheres, and the parallel reproduction 
of the existing capital which reproduces fixed capital, forms 
an accumulation fund—tliat is, supplies machinery which is 
constant capital for production on an enlarged scale. 

Thirdly, there is still the question: can a part of the surplus 
product be re-transformed into constant capital through an 
intermediary exchange between the producers for example 
of machinery, agricultural implements and so on, and those 
of raw materials, iron, coal, metals, timber, etc.—^that is to 



TRANSFORMATION OF SURPLUS VALUE 365 

say, by the exchange of various constituents of constant 
capital? For example, if the producer of iron, coal, timber, 
etc., buys machinery or tools from a machine builder, and the 
machine builder buys metals, timber and coal from the 
primary producers, they replace through this exchange the 
reciprocal components of their constant capital. Hence arises 
the question: to what extent docs this take place with the 
surplus product? 

We saw earlier that, in the simple reproduction of the 
advanced capital, the portion of the constant capital used up 
in the reproduction of the constant capital is replaced cither 
directly in natura or by exchange between the producers of 
constant capital—an exchange of capital against capital, and 
not either of revenue against revenue or of revenue against 
capital. Moreover, the constant capital that is used up or 
industrially consumed in the production of consumable 

goods.articles which enter into individual consumption—^is 

replaced by new products of the same kind, which arc the 
result of newly added labour, and can consequently be resolved 
into revenue (wages and profit). In the spheres which produce 
consumable goods, that part of the mass of products which is 
equal to the portion of their value which replaces their constant 
capital represents therefore the revenue of the producers of 
constant capital; while on the other hand, in the spheres 
producing constant capital, that part of the mass of products 
which represents newly added labour—and therefore forms 
the revenue of the producers of this constant capital—repre¬ 
sents constant capital (replacement capital) for the producers 
of means of subsistence. This assumes, therefore, that the 
producers of constant capital exchange their surplus product 
(which means here the excess of their product over that 
portion of it which is equal to their constant capital) for means 
of subsistence, and individually consume its value. This surplus 
product, however, forms: 

(i) Wages (or the reproduced fund for wages), and this 
portion must remain allocated by the capitalists for paying 
out in wages, therefore for individual consumption. And 
assuming a minimum level of wages, the worker too can. only 
realise the wages he receives in means of subsistence. 
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(2) The capitalist’s profit (including rent). If this portion is 
large enough, it can be consumed partly individually, partly 
industrially. And in this latter case an exchange of this product 
takes place between the producers of constant capital; but this 
is no longer an exchange of the part of the product repre¬ 
senting the constant capital which has to be mutually replaced 
between them—it is a part of the surplus product, revenue 
{newly added labour), which is transformed directly into constant 
capital; in this way the amount of the constant capital is 
increased, and the scale on which it is reproduced is expanded. 
Therefore also in this case a part of the existing surplus 
product, of the labour newly added during the year, is trans¬ 
formed directly into constant capital, without being first 
transformed into variable capital. Here also, therefore, we see 
once again that the industrial consumption of the surplus 
product—or accumulation—is not at all the same thing as 
the whole surplus product being paid out in wages to produc¬ 
tive workers. 

We can look at it in this way: the maker of machines sells 
[a part] of his commodities to the producer, for example, of 
cloth. The latter pays him money. With this money he buys 
iron, coal, etc., instead of means of subsistence. If we consider 
the aggregate of profits, it is clear that the producers of means 
of subsistence are unable to buy any replacement machinery 
or any replacement raw materials, unless the producers of 
replacements for constant capital buy their means of subsistence 
from them—that is to say, unless this circulation is in essence 
an exchange between means of subsistence and constant 
capital. Because of the separation of the acts of purchase and 
sale there can naturally arise very important interruptions 
and complications in this compensatory process. 

If a country is unable itself to produce the quantity of 
machinery which its accumulation of capital allows, it buys 
it from abroad. It docs the same if it is itself unable to produce 
the necessary quantity of means of subsistence (for wages) and 
raw materials. Here, as soon as international trade comes into 
the picture, it is as clear as daylight that a portion of the 
surplus product of the country—^in so far as it is destined for 
accumulation—is not transformed into wages, but directly 
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into constant capital. But then it may still be thought that 
over there, in another country, the money that has been thus 
expended is paid out entirely in wages. We have seen that, 
even leaving foreign trade out of account, this is not so and 
cannot be so. 

The proportion in which the surplus product is divided 
between variable and constant capital depends on the average 
composition of capital, and the more developed is capitalist 
production the smaller relatively will be the part directly 
expended as wages. The idea that, because the surplus product 
is only the product of the labour newly added during the year, 
therefore also it is transformed into variable capital only, is 
only expended in wages—this idea is absolutely in line with 
the false conception that because the product is only the 
result, or the materialisation, of labour, its value is resolved 
into revenue only—wages, profit and rent. I’his is the false 
conception put forward by Adam Smith and Ricardo. 

A large part of the constant capital, namely the fixed capital, 
can consist of such things as enter directly into the production 
process for the production of means of subsistence, raw 
materials, etc., or serve either to shorten the circulation 
process, like railways, roads, canals, telegraphs, etc., or for 
the maintenance and building up of stacks of commodities, 
like docks, warehouses, etc.; or increase the yield only after a 
somewhat long period of reproduction, like levelling work, 
drainage, etc. In accordance with the larger or smaller part 
of the surplus product that is transformed into one of these 
kinds of fixed capital, the direct, immediate consequences for 
the reproduction of means of subsistence, etc., will be very 
different. 



4 . CRISES 


{a) Causes of Crises 

Once the expanded production of constant capital is assumed 
—that is to say, production beyond what is needed to replace 
the former capital, therefore also what is needed to produce 
the former (luantity of means of subsistence—the expansion of 
production, or accumulation, presents no further difficulty in 
the spheres producing machinery, raw materials and so on. 
If the additional labour required is available, then they find 
on the market all the r(‘quiremcnts for the formation of new 
capital, for the transformation of their additional money into 
new capital. 

But the whole process of accumulation resolves itself above 
all into expanded production^ which on the one hand corresponds 
to the natural increase of the population, and on the other 
forms an immanent basis fbr the phenomena which become 
manifest in crises. The incjisurc of this expanded production 
is capital itself—tlui actual level of the conditions of production 
and the boundless urge of the capitalists to enrich themselves 
and increase their capital—and not in any way comumption. 
The latter is limited from the outset, as the greater part of 
the population, the working population, can only increase its 
consumption within very narrow limits, while to the same 
degree as capitalism develops, the demand for labour decreases 
relatively^ although it increases absolutely. Moreover, all equalisa¬ 
tions are accidental^ and although the proportionate use of 
capitals in the various spheres is equalised by a continuous 
process, nevertheless the continuity of this process itself equally 
presupposes the constant disproportion, which it has continu¬ 
ously, often violently, to even out. 

Here we have only to consider the forms which capital 
passes through in the various stages of its development. 
Hence we do not go into the real relations within which the 
actual process of production takes place. It is throughout 
assumed that commodities are sold at their value. We do not 
consider the competition of capitals, nor the credit system, 
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nor the actual composition of society, which certainly does not 
consist merely of the two classes, workers and industrial 
capitalists—and in which therefore consumers and producers 
arc not identical. I’he first category [consumers], (whose 
revenues arc in part not primary but secondary, derived from 
profits and wages), is much wider than the second [producers], 
and hence the way in which they spend their revenues, and 
the size of their revenues, brings about very considerable 
modifications in the economic structure and particularly in 
the process of circulation and reproduction of capital. It may 
be added that, while in dealing with money—^both in so far 
as it represents a form different from the natural form of 
commodities, and in its form as means of payment—we found 
that it contained the possibility of crises, this emerges even 
more clearly when we consider the general nature of capital, 
even without taking into account the further actual relations 
which constitute the total prerequisites for the real process of 
production. 

The view adopted by Ricardo from the inane Say, but which 
was really Mill’s (which we shall come back to when we deal 
with that miserable fellow Say), that no over-production^ or at 
any rate no general glut oj the market is possible, rests on the 
principle that exchange is of products against products. Or, as 
[James] Mill put it, on the ‘^metaphysical equilibrium of 
sellers and buyers”, [which was] further developed [to the 
principle of] demand being determined only by production 
itself, or even of the identity of demand and supply. The same 
principle is expressed also in the form of which Ricardo was 
particularly fond, that any quantity of capital can be produc¬ 
tively employed in any country. In Chapter XXI, on the 
Effects of Accumulation on Profits and Interest, Ricardo says: 

“M. Say has, however, most satisfactorily shown that 
there is no amount of capital which may not be employed 
in a country, because a demand is only limited by production. 
No man produces but with a view to consume or sell, and 
he never sells but with an intention to purchase some other 
commodity, which may be immediately useful to him, or 
which may contribute to future production. By producing, 
then, he necessarily becomes either the consumer of his 
z 
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own goods, or the purchaser and consumer of the goods of 
some other person. It is not to be supposed that he should, 
for any length of time, be ill-informed of the commodities 
which he can most advantageously produce, to attain the 
object which he has in view, namely, the possession of other 
goods; and, therefore, it is not probable that hc! will continu¬ 
ally produce a commodity for which there is no demand” 
(pp. 192-3). 

Ricardo, wlio alw^ays tries to be consistent, discovers that 
his authority Say has put something across him here. In a 
footnote to this passage he says: 

“Is the folkwing quite consistent with M. Say’s principle? 
‘The more disposable capitals are abundant in proportion 
to the extent of employment for them, the more will the 
rate of interest on loans of capital fall’ (Vol. II, p. 108). 
If capital to any extent can be employed by a country, how 
can it be said to be abundant, compared with the extent 
of employment for it?” 

As Ricardo cites Say, we shall criticise Say’s theories later, 
when we deal with this humbug himself. 

Meanwhile we note here only the following: In reproduction, 
just as in the accumulation of capital, the point is not only 
the replacement of the same mass of use value as the capital 
consists of, on the old scale or (in accumulation) on an enlarged 
scale, but the replacement of the value of the capital advanced 
along with the usual rate of profit. If therefore through any 
circumstance w'hatever or a combination of circumstances the 
market price of the commodities (of all or of the majority—^it 
makes no difference) falls far below their price of production, 
then, in the first place, the reproduction of the capital will be 
considerably curtailed. Even more, however, will accumulation 
be held back. The transformation into capital of surplus value 
piled up in the form of money (gold or notes) would only bring 
loss. It therefore lies idle as a hoard in the banks, or even in 
the form of credit money, which in essence makes no difierence. 
This stagnation could occur as a result of the opposite causes, 
when the real preconditions for reproduction were lacking (as 
for example if grain became dear, or because not enough 
con.stant capital in natura had been accumulated). There is a 
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check in reproduction, and therefore in the flow of circulation. 
Purchase and sale come into sharp conflict, and unemployed 
capital appears in the form of money lying idle. The same 
phenomenon (and this as a rule precedes crises) can occur if 
the production of surplus capital takes place at a very rapid 
rate, and its re-transformation into productive capital so 
increases the demand for all the (elements of the latter that 
real production cannot keep pace, and consequently there is a 
rise in the prices of all commodities which enter into the 
formation of capital. In this case the rate of interest falls 
sharj)ly, however much profits may rise, and this reduction 
in the rate of interest leads then to the most risky speculative 
ventures. The check in rci)roductioii leads to the decrease of 
the variable capital, to a fall in wages and a fall in the amount 
of labour employed. This in turn reacts anew on prices and 
brings about a new fall in prices. 

It must never be lost sight of that in capitalist production 
what matters is not direct use value, but exchange value, and 
in particular the expansion of surplus value. This is the driving 
motive of capitalist production, and it is a pretty conception 
that—^in order to reason away the contradictions of capitalist 
production-—abstracts from the basis of the latter and presents 
it as production whose aim is to meet the direct consumption 
of the producers. 

Further: as the circulation process of capital is not a one-day 
affair, but extends over fairly long periods before the return 
of the capital to its original form; as these periods however 
coincide with the periods within which market prices equalise 
with prices of production; as in the course of these periods 
great upheavals and changes in markets take place, since 
great changes in the productivity of labour and therefore in 
the real value of commodities take place—^it is therefore very 
evident that from the starting point—the advance of the 
capital—until its return at the end of one of these periods, 
great catastrophes must occur and elements of crises must 
accumulate and develop—and these cannot in any way be 
got rid of by the pitiful claptrap that products exchange 
against products. The equalisation of value in one period with 
the value of the same commodity in a later period, which Mr. 
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Bailey considers a scholastic fantasy, forms on the contrary 
the basic principle of the process of circulation of capital. 

When we speak of the destruction of capital through crises, 
two different kinds of things must be distinguished. 

In so far as the process of reproduction is checked and 
the labour process is restricted or here and there is al¬ 
together stopped, real capital is destroyed. Machinery which 
is not used is not capital. Labour which is not exploited 
is equivalent to lost production. Raw material that lies 
unused is not capital. Use values (also newly constructed 
machinery) which are cither unused or remain unfinished, 
commodities w'hich rot in warehouses—all this is destruction 
of capital. All this is nothing but a check in the process of 
reproduction, so that the actually existing means of production 
do not in fact serve as means of production, are not set in 
operation. Hence their use value, and their exchange value, 
go to the devil. 

But in the second place the destruction of capital resulting 
from crises means the depreciation of sums of value, preventing 
them from later on renewing their process of reproduction as 
capital on the same scale. This is the ruinous effect of the fall 
in the price of commodities. No use value is destroyed by this. 
What one loses, the other gains. [But] sums of value in operation 
as capitals arc prevented from renewing themselves as capital 
in the hands of the same persons. The old capitalists go bank¬ 
rupt. If the value of their commodities, through the sale of 
which they reproduce their capital, equals 3(^12,000, of which 
perhaps ^£*2,000 is profit, and these fall to ^6,000, then such 
a capitalist can neither pay the debts he has contracted, nor, 
even if he had no debts, can he with the /^6,ooo start his 
business up again on the former scale, when commodity prices 
rise once more to their prices of production. Capital to the 
value of £6,000 is therefore destroyed, although the buyer of 
these commodities—since he has bought them in at half their 
price of production—can do very well out of it and even make 
a profit when trade revives. A considerable part of the nominal 
capital of society—that is of the exchange value of the existing 
capital—is once for all destroyed, although it is precisely this 
destruction, since it does not affect the use value, which may 
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very much facilitate the new reproduction. This is at the 
same time a period when the money capitalist enriches himself 
at the cost of the industrial capitalist. As for the fall in the 
purely fictitious capital, State bonds, shares, etc.—provided 
that it does not lead to the bankruptcy of the State or of the 
share company, or to the complete stoppage of reproduction 
through impairing the credit of industrial capitalists who hold 
such securities—this is merely a transference of wealth from 
one hand to another, and its effect on reproduction will on the 
whole be favourable, in so far as the parvenus who get hold 
of these shares or bonds at cheap prices are for the most part 
more enterprising than the former holders. 

{b) Overproduction of Commodities and Overabundance of Capital 
Ricardo is always, to the best of his know^lcdgc, consistent. 
Therefore for him the statement that no overproduction (of 
commodities) is possible is identical with the statement that 
no plethora or overabundance of capital is possible.' 

“There cannot, then, be accumulated in a country any 
amount of capital which cannot be employed productively 
until wages rise so high in consequence of the rise of neces¬ 
saries, and so little consequently remains for the profits of 
stock, that the motive for accumulation ceases” (Chapter 
XXI, p. 193). 

“It follows, then, from these admissions, that there is no 
limit to demand—no limit to the employment of capital while 
it yields any profit, and that, however abundant capital may 
become, there is no other adequate reason for a fall of profit 
but a rise of wages, and further, it may be added that the only 
adequate and permanent cause for the rise of wages is the 
increasing difficulty of providing food and necessaries for 
the increasing number of workmen” (Chapter XXI, p. 197). 

What then would Ricardo have said to the stupidity of his 
successors, who deny overproduction in one form (general 
overabundance of commodities on the market), and in another 
form, as overproduction of capital, plethora of capital, 

' Here a distinction must be made. When Adam Smith explains the fall in the 
rate of profit as due to the overabundance of capital, the accumulation of capital, 
he is speaking of a permanent effect, and this is wrong. On the other hand, a 
transitory overabundance of capital, overproduction, crisis, is something different. 
There are no permanent crises. 
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ovcr-abundancc of capital, not only admit it, but even make 
of it a cardinal point in their doctrine? 

Not a single responsible economist of the post-Ricardo period 
denies the [possibility of] overabundance of capital. On the 
contraiy, the)' all explain crises by it (in so far as they do not 
trace their causes to phenomena arising from credit), t herefore 
they all admit ovei production in one form, but deny it in the 
other. So the only question that remains is: what are the 
relations between tlics(! two forms of overproduction—the 
form in wliich it is denied and the Ibrm in which it is asserted? 

Ricardo himself actually had no knowledge of crises, of 
general crises on the world market arising out of the process 
of production itself. He could explain the crises of 1800 to 
1815 by the increase in the price of wheat resulting from 
Iiarv(‘st failures, by the devaluation of paper currency, the 
depreciation of colonial commodities, and so forth, because as 
a result of the continental blockade the market was forcibly 
contracted, from political, not economic, reasons. He could 
similarly ex])lairi the crises after 1815, partly by a bad year 
and shortage of grain, partly by the fall in the price of corn 
due to the causes which, by his own theory, necessarily drove 
up grain prices during the war and the blockade of England 
from the Continent, having ceased to operate; partly by the 
transition from war to peace and the consequent “sudden 
changes in the channels of trade” (see Chapter XIX of his 
Principles, which deals with this). Later historical phenomena, 
especially the almost regular periodicity of crises on the world 
market, made it no longer possible for Ricardo's successors to 
deny the facts or to interpret them as accidental. Instead, they 
invented—apart from those who explain everything by credit, 
but them [admit] that they themselves have to presuppose in 
turn the overabundance of capital—the pretty distinction 
between overabundance of capital and overproduction. They keep to 
the phrases and good reasons used by Ricardo and Adam Smith 
in arguing against the latter, while from the former they seek 
to deduce phenomena otherwise inexplicable to them. Wilson 
for example explains certain crises by the overabundance of 
fixed capital, others by the overabundance of circulating 
capital. The overabundance of capital itself is affirmed by the 
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best economists (like Fullarton) and has already become such 
a fixed prejudice that the phrase even occurs in the learned 
Roscher’s Compendium as somedung that is self-evident.^ 

The question therefore arises: what is overabundance of 
capital, and what distinguishes this thing from overproduction? 
According to the same economists capital is equivalent to 
money or commodities. Overproduction of capital is therefore 
overproduction of money or of commodities. And yet these 
two phenomena arc supposed to have nothing in common 
with each other. Nor does even overproduction of money help, 
since for them money is a commodity, so that the whole 
phenomenon resolves itself into overproduction of commodities, 
which they admit under one name and deny under another. 
If moreover it is said that the overproduction is of fixed capital 
or of circulating capital, the basis of this statement is that 
commodities are here no longer considered simply as commo¬ 
dities, but in their designation as capital. However, this 
statement on the other hand is an admission that in capitalist 
production and its phenomena—^for example, overproduction— 
we are dealing not only with the simple relation in which the 
yjroduct appears as commodity^ but with its social determinants, 
through which it is more than and even something difl'erent 
from a commodity. 

In general, the phrase overabundance of capital as against 
overproduction of commodities is often merely a prevaricating 
expression, or [that kind of] thoughtlessness that admits the 
same phenomenon as present and necessary when it is called A, 
but denies it when it is called B; that therefore in fact has 
scruples and doubts only about the name to be given to the 
phenomenon, but not about the phenomenon itself. Or [the 
phrase springs from the striving] to overcome the difficulty in 
explaining the phenomenon by denying it in a form in ^vhich 
it comes up against prejudices, and admitting it only in a 
form in which no one bothers about it. But apart from these 
aspects of it, the transition from the phrase ^^overproduction of 
commodities^^ to the phrase '‘^overabundance of capital represents 

1 To do them justice, however, it must be noted that other economists, such as 
Urc, Corbett, etc., explain overproduction as the regular condition of large-scale 
industry so far as the home country is considered, so that overproduction leads to 
crises only under certain conditions when the foreij^ market also contracts. 
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in fact a step forward. In what does this consist? [In the recogni¬ 
tion] that the producers confront one another not as mere 
owners of commodities, but as capitalists. 

{c) Unity of Purchase and Sale, of the Process of Production and the 
Process of Circulation 

A few more passages from Ricardo: 

“One w^ould be led to think... that Adam Smith concluded 
we were under some necessity of producing a surplus of corn, 
woollen goods, and hardware, and that the capital which 
produced them could not be otherwise employed. It is, 
however, always a matter of choice in what way a capital 
shall be employed, and therefore there can never for any 
length of time be a surplus of any commodity; for if there 
were, it w’ould fall below its natural price, and capital would 
be removed to some more profitable employment’’ (Chapter 
XXI, p. 194, footnote). 

“Productions arc always bought by productions, or by 
services; money is only the medium by which the exchange 
is effected. Too much of a particular commodity may be 
produced, of which there may be such a glut in the market 
as not to repay the capital expended on it; but this cannot 
be the case with respect to all commodities” (Chapter XXI, 
p. 194). 

“Whether these increased productions and the consequent 
demand which they occasion shall or shall not lower profits, 
depends solely on the rise of wages; and the rise of wages, 
excepting for a limited period, on the facility of producing 
the food and necessaries of the labourer” (Chapter XXI, 
p. 194). 

“When merchants engage their capitals in foreign trade, 
or in the carrying trade, it is always from choice and never 
from necessity: it is because in that trade their profits will 
be somewhat greater than in the home trade” (Chapter XXI, 

p 195)- 

In relation to crises, all authors who portray the actual 
movement of prices, or all practical people writing at particular 
stages of a crisis, have correctly ignored the allegedly theoretical 
twaddle and have been content to take it for granted that the 
doctrine of the impossibility of a market plethora, though it 
might be true in abstract theory, is in practice false. The 
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regular repetition of crises has in fact reduced the rigmaroles 
of Say and others to a phraseology which is only used in times 
of prosperity, but in times of crisis is discarded. 

In world market crises the contradictions and antagonisms 
of bourgeois production break through to the surface. But 
instead of investigating the nature of the conflicting elements 
which force their way through in the catastrophe, the apologists 
content themselves with denying the catastrophe itself; and, 
faced with its regular recurrence, with insisting that production 
would never lead to crises if it were carried on according to 
the textbooks. The apologetics consist, then, in falsifying the 
simplest economic relations, and especially in stubbornly 
maintaining the unity in face of the contradiction. 

If for example purchase and sale, or the movement of 
metamorphosis of commodities, represent the unity of two 
processes—or rather the course of a single process through two 
opposite phases, and thus in essence the unity of the two 
phases—this movement is nevertheless, equally in essence, the 
separation of the two phases, making them independent of 
each other. Since in fact they belong together, the indepen¬ 
dence of the two linked phases can only show itself forcibly, 
as a destructive process. It is precisely the crisis in which their 
unity asserts itself—the unity of different things. The indepen¬ 
dence in relation to each other, which is assumed by these 
mutujilly dependent and complementary phases, is forcibly 
destroyed. The crisis therefore makes manifest the unity of 
the phases which have become independent of each other. 
No crisis would take place, were it not for this inner unity of 
what on the surface are phases unrelated to each other. But 
No!—says the apologist economist. Because there is unity, 
there can be no crisis. Which in turn is nothing but to say that 
the unity of opposite [factors] excludes their antagonism. 

In order to prove that capitalist production cannot lead to 
general crises, all its conditions and definite forms, all its prin¬ 
ciples and differentiae specijicae (specific differences) are denied; in 
short, capitalist production itself is denied. And in fact what 
is demonstrated is that if the capitalist mode of production— 
instead of being a specifically developed, unique form of social 
production—were a mode of production dating back to the 



378 THEORIES OF SURPLUS VALUE 

crudest beginnings of social production, the antagonisms and 
contradictions peculiar to it, and therefore also their explosion 
in crises, would not exist. 

“Productions”, Ricardo, following Say, observes, “are always 
bought by productions, or by services; money is only the 
medium by which the exchange is eflected.” 

Here therefore, in the first place, the commodity^ in which 
the antagonism between exchange value and use value exists, 
is transformed into a simple product (use value), and conse¬ 
quently the exchange of commodities is transformed into a 
mere bartering of products, of simple use values. This is to go 
back not only to before capitalist production, but to before 
simple commodity production; and the most developed 
phenomenon of capitalist production—world market crisis—is 
flatly denied by the flat denial of the first condition of capitalist 
production, namely, that tlic product is a commodity and 
must therefore take the form of money and pass through the 
process of metamorphosis. I nstead of speaking of wiigc labour, 
the term used is “services”, a word in which the specific 
characteristic of wage labour and of its use—namely, that it 
increases the value of the commodities for which it is exchanged, 
that it produces surj)lus value—is again disregarded, and with 
it also the specific relation whereby money and commodities 
are transformed into capital. “Service” is labour considered 
only as use value (a secondary matter in capitalist production), 
just in the same way as in the word ''productions'' the essence of 
the commodity and of the contradiction contained in it is 
suppressed. Then, quite consistently, money is conceived as 
merely the intermediary in the exchange of products, not as an 
essential and necessary form of existence of the commodity, 
which must present itself as exchange value—general social 
labour. Inasmuch as, through the transformation of the 
commodity into mere use value (product), the essence of 
exchange value is expunged, it is then easy to deny—or rather 
it is then necessary to deny —money as an essential and indepen¬ 
dent form of the commodity in the prbeess of the metamorphosis 
from its original form. In this way, therefore, crises are reasoned 
out of existence through losing sight of or denying the first 
preconditions of capitalist production: the nature of the 
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product as a commodity, the duplication of the commodity in 
commodity and money, the consequent separate phases in the 
exchange of commodities, and finally the relation of money 
or commodities to wage labour. 

Those economists, however, are no better, who (like John 
Stuart Mill, for example) seek to explain crises by these simple 
possibilities of crisis contained in the metamorphosis of commo¬ 
dities—such as the separation between purchase and sale. 
These characteristics, which explain the possibility of crisis, 
are very far from explaining their actuality, and still less, why 
the phases of the process come into such conflict that their 
inner unity can only assert itself through a crisis, through a 
violent process. I'his separation appears in the crisis; it is the 
elementary form of crisis. 1 o explain the crisis by its elementary 
form is to explain the existence of the crisis by expressing its 
presence in its abstract form, that is, to explain the crisis by 
the crisis. 

Ricardo says: 

“No man produces but with a view to consume or sell, 
and he never sells but with an intention to purchase some 
other commodity, which may be immediately useful to him, 
or which may contribute to future production. By producing, 
then, he necessarily becomes either the consumer of his own 
goods, or the purchaser and consumer of the goods of some 
other person. It is not to be supposed that he should, for 
any length of time, be ill-informed of the commodities 
which he can most advantageously produce, to attain the 
object which he has in view, namely, the possession of other 
goods; and, therefore, it is not probable that he will con¬ 
tinually produce a commodity for which there is no demand” 
(Chapter XXI, pp. 192-3). 

This is the childish babble of a Say, but it is not wortliy of 
Ricardo. In the first place no capitalist produces in order to 
consume his product. And when we are speaking of capitalist 
production, then it is correct to say “No man produces with 
a view to consume his own product”, even if he uses portions 
of his product for industrial consumption. But here it is private 
consumption that is in question. In the earlier passage, it was 
forgotten that the product is a commodity. Now even the social 
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division of labour is forgotten. In conditions in which men 
produce for themselves, there are in fact no crises, but also 
no capitalist production. Nor have we ever heard that the 
ancients, with their slave production, at any time experienced 
crises, although among the ancients too individual producers 
went bankrupt. The first part of the alternative is nonsense. 
So is the second. A man who has produced has not the choice 
whether he will sell or not. He must sell. And in crises appears 
precisely the circumstance that he cannot sell, or only below 
the price of production, or even that he must sell at a positive 
loss. What does it avail him or us, therefore, that he has 
produced in order to sell? What concerns us is precisely to 
discover what has cut across this good intention of his. 

Further: “No man sells but with a view to purchase some 
other commodity, which may be immediately useful to him, 
or which may contribute to future production”. What a 
pleasant portrayal of bourgeois relations! Ricardo even forgets 
that a man may sell in order to pay, and that these compulsory 
sales play a very significant role in crises. The immediate 
purpose of the capitalist when he sells is to transform his 
commodities or rather his commodity capital back again into 
money capital, and thereby to realise his profit. Consumption 
—revenue—is consequently not the determining motive of this 
process, which it is, however, for the man who only sells 
commodities in order to transform them into means of subsis¬ 
tence. But this is not capitalist production, in which revenue 
appears as a result but not as the determining purpose. Every¬ 
one sells with the immediate aim of selling; that is, in order 
to transform commodities into money. 

During the crisis the man may be very pleased when he has 
made a sale, without any immediate thought of a purchase. 
However, if the value that has been realised is now again to 
function as capital it must pass through the process of repro¬ 
duction, that is, be exchanged once more for labour and 
commodities. But crisis is precisely the moment of disturbance 
and interruption in the process of reproduction. And this 
disturbance cannot be explained by the fact that it does not 
take place in periods when there is no crisis. There can be no 
doubt that nobody “will continually produce a commodity 
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for which there is no demand”, but no one is talking about 
such an absurd hypothesis. Also, it has nothing whatever to 
do with the matter. “The possession of other goods” is not the 
immediate aim of capitalist production, but the appropriation 
of value, of money, of abstract wealth. 

The basis of Ricardo’s approach is here also James Mill’s 
principle of the “metaphysical equation of purchases and 
sales”, which I have already examined—an equation that sees 
only the unity but not the separation in the process of purchase 
and sale. This is also the basis of Ricardo’s statement (following 
James Mill). 

Money is not only “the medium by which the exchange is 
eflected”, but equally it is the medium through which the 
exchange of product for product falls into two acts which are 
independent of each other and separate in space and time. 
With Ricardo this false conception of money comes however 
from the fact that he is always looking at the quantitative 
determination of exchange value, that is, that it is equal to a 
definite quantity of labour time, but on the other hand forgets 
the qualitative characteristic that the individual labour, through 
its alienation, must present itself as abstract^ general, social labours 

Before we advance one further step, this must be said: 

Through the disjunction between the direct production 
process and the circulation process, the possibility of crisis, 
which became apparent in the simple metamorphosis of the 
commodity, is once more and further developed. When these 
two processes do not pass from one to the other in a continuous 
stream, but become independent of each other, the crisis 
is there. 

In the metamorphosis of commodities the possibility of 
crisis shows itself in this way: 

First, the commodity, which exists in its real form as a use 
value, and in its notional form, in its price, as an exchange 
value, must be transformed into money: C-M. Once this 
difficulty, the sale, is solved, then the purchase, M~C, presents 

^ That for Ricardo monry is merely means of circulation linked with the fact 
that he [regards] exchange value as merely a transient form, in general as something 
purely formal in bourgeois or capitalist production; for which reason capitalist 
production is for him not a specifically determined mode of production, but ^ 
mode of production in general. 



382 THEORIES OF SURPLUS VALUE 

no difficulty, as money is immediately exchangeable for 
everything else. The use value of the commodity, tlie usefulness 
of the labour contained in it, must be assumed from the start— 
otherwise it is not in any sense a commodity. It is further 
assumed that the individual value of the commodity is equal 
to its social value, that is, that the labour time materialised 
in it is equal to the labour time socially necessary for the 
production of this commodity. The possibility of crisis, in so 
far as it shows itself in the simple form of the mclamorjihosis, 
therefore comes from the mere fact that the differences in 
form—the phases—which in its movement it passes through, 
in the first place, are necessary complementary forms and 
phases; and secondly, in spite of this inner necessary connection 
with each other, are independent ])arts and forms of the 
process, existing independently of each other, separate in time 
and space, cut off and divided from each other. It lies therefore 
in the very’ separation between sale and purchase. It is only 
in the form of commodity that the commodity has this difficulty 
to overcome. As soon as it has the form of money it has got 
over the difficulty. But moreover, this too is due to the separa¬ 
tion between purchase and sale. If the commodity could not 
be withdrawn from circulation in the form of money, or its 
retransformation into a commodity could not be deferred; if— 
as in direct barter—purchase and sale were one, the possibility 
of crisis, on the assumptions made, would disaj)pear. For it is 
assumed that the commodity is a use value for other possessors 
of commodities. In the direct barter form, the commodity is 
only not exchangeable if it has no use value, or if there are no 
other use values on the other side to be exchanged for it. 
Therefore only under these two conditions: if cither there has 
been useless production on the one side or there is nothing 
useful on the other side to exchange as an equivalent for the 
first use value. In both cases, however, no exchange whatever 
would take place. But in so far as exchange did take place, 
its two phases would not be separated. The buyer would be 
seller, the seller buyer. The critical moment which results 
from the form of exchange—in so far as it is circulation—would 
therefore not be present, and when we say that the simple 
form of metamorphosis contains the possibility of crisis, wc 
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are only saying that in this form lies the very possibility of the 
tearing apart and division of essentially complementary 
phases. But this affects also the content. In direct barter the 
bulk of production, on the part of the producer, is directed 
to the satisfaction of liis own needs, or, at a somewhat further 
developed stage of the division of labour, to the satisfaction 
of the needs of his fellow-producers which are known to him. 
What is to be exchanged as a commodity is his surplus, and 
it is unimportant whether this surplus is exchanged or not. 
In commodity production the transformation of the product 
into money, its sale, is a conditio sine qua non. Direct production 
for one’s own needs does not take place. In this case, if there is 
no sale, there is crisis. The difficulty in transforming the 
commodities —the particular product of individual labour—into 
money^ their opposite, into abstract general, social labour, 
consists in the fact that money is not the particular product of 
individual labour; that the man who has sold, that is, holds 
the commodity in the form of money, is not compelled immedi¬ 
ately to purchase again, to transform the money back again 
into a particular product of individual labour. In barter, 
this contradiction does not exist. In the barter form no one 
can be a seller w^ithout being a buyer, or a buyer without 
being a seller. The difficulty in selling—on the assumption 
that the commodity to be sold has use value—arises simply 
from the case with which the buyer can postpone the re- 
transformalion of the money into commodity. The difficulty 
in transforming the commodity into money, in selling, arises 
simply from the fact that the commodity must be transformed 
into money, but there is no need for the money to be immediately 
transformed into commodity, and therefore sale and purchase 
may fall asunder. We have said that this form contains the 
possibility of crisis, that is to say, the possibility that phases 
which are linked together, which are inseparable, become 
separated and consequently are forcibly reunited, their 
intimate connection realised by violence, which overcomes 
their subjective independence. And crisis is nothing but the 
forcible assertion of the unity of phases of the production 
process which have become independent of each other. 

The general, abstract possibility of crisis is nothing more 
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than the most abstract form of crisis, without content, without 
its pregnant motivating factor. Sale and purchase may be 
sundered. They represent, therefore, crisis in potentia^ and their 
coincidence always remains a critical factor for the commodity. 
They may, however, pass smoothly over from one to the other. 

The most abstract form of crisis and consequently the formal 
possibility of crisis is therefore the metamorphosis of the 
commodity itself; in which it is only as a developed movement 
that the contradiction between exchange value and use value, 
and between money and commodity, which the unity of the 
commodity comprises, is involved. But this form does not in 
itself contain that which transforms this possibility of crisis 
into a crisis; all it implies is that the form for a crisis exists. 

And in the investigation of bourgeois economy this is the 
important thing. World market crises must be conceived as 
the real gathering together and forcible smoothing out of all 
the contradictions of bourgeois economy. The separate factors 
which converge in these crises must therefore emerge and 
develop in each sphere of bourgeois economy, and the further 
we delve into it, the more there will be on the one hand the 
development of new definite features of this contradiction, 
while on the other hand its more abstract forms must prove 
to be recurrent and contained in more concrete forms. 

We can therefore say: Crisis in its first form is the meta¬ 
morphosis of the commodity itself, the falling asunder of 
purchase and sale. 

Crisis in its second form [arises from the] function of money 
as means of payment, in which money figures in two different 
phases divided from each other in time, in two different 
functions. Both of these two forms are still quite abstract, 
although the second is more concrete than the first. 

First, therefore, in considering the process of reproduction of 
capital, which coincides with its circulation, it is necessary to 
show that these above-mentioned forms are simply repeated 
over and over again, or rather here first receive a content, a 
foundation on which they can manifest themselves. 

Let us examine the movement which capital passes through 
from the moment when it leaves the production process as 
commodity in order once again to come out of it as commodity. 
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If we here abstract from everything else that determines its 
content, then the total commodity capital, and each individual 
commodity of w'hich it consists, has to pass through the process 
C-M-C, the metamorphosis of the commodity. The general 
possibility of crisis which is contained in this form—the 
separation of purchase and sale—is therefore implicit in the 
movement of the capital, in so far as this capital is also commo¬ 
dity and nothing but commodity. The connection between 
the metamorphoses of commodities with each other results 
moreover in one commodity transforming itself into money, 
because the other is re-transforming itself from the form of 
money into commodity. Consequently, the separation of 
purchase from sale appears here also in such a way that the 
transformation of the one capital from the form commodity 
into the form money must correspond to the re-transformation 
of the other capital from the form money into the form 
commodity, the first metamorphosis of the one capital to the 
second of the other, the one capital leaving the production 
process and the other returning into the production process. 
This mutual confluence and intertwining of the reproduction 
or circulation {)rocesscs of different capitals is on the one hand 
necessitated by the division of labour, and on the other is 
accidental; and thus the determination of the content of crisis 
is already a stage further. 

Secondly, however, as concerns the possibility of crisis 
arising from the form of' money as means of payment^ there are 
already in capital a number of more concrete causes for this 
possibility being realised. For example, the weaver has to pay 
for his whole constant capital, the elements of which are 
supplied by spinner, flax grower, machinery manufacturer, 
iron manufacturer, timber merchant, coal producer, and so 
on. In so far as these latter produce constant capital which 
only enters into [the process of production] without entering 
into the final commodity, the cloth, they replace each other’s 
means of production by means of an exchange of capital. Let 
us suppose that the weaver then sells his cloth to the merchant 
for 3(^1,000, but in return for a bill of exchange, so that money 
figures as means of payment. Similarly, the flax grower has sold 
to the spinner in return for a bill of exchange, and the spinner 
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to the weaver, ditto the machinery manufacturer to the 
weaver, ditto the iron manufacturer and timber merchant to 
the machinery manufacturer, ditto the coal producer to the 
spinner, weaver, machinery manufacturer, and iron and 
timber suppliers. In addition, the iron, coal, timber and flax 
producers have paid each other with bills of exchange. Then 
if the merchant does not receive money for his commodity, 
he cannot pay his bill of exchange to the weaver. The flax 
grower has drawn on the spinner, the machinery manufacturer 
on the weaver and the spinner. The spinner cannot pay, 
because the weaver cannot pay; neither of them pays the 
machinery manufacturer, and the latter docs not pay the 
suppliers of iron, timber, and coal. And all of them in turn, 
because they do not realise the value of their commodities, 
cannot replace the portion of the value which is to replace 
their constant capital. In this way a general crisis arises. This 
is nothing other than the developed possibility of crisis arising 
from money as means of payment; but we see here, in capitalist 
production, that very connection between mutual claims and 
obligations, between purchases and sales, through w^iich the 
possibility can develop into actuality. 

In any case: if purchase and sale do not get held up recipro¬ 
cally, and therefore do not require forcible adjustment—or if 
money so functions as means of payment that claims are 
settled, and the contradiction inherent in money as means of 
payment is not realised—if therefore these two abstract forms 
of crisis do not in actuality make their appearance as such, 
no crisis exists. No crisis can exist unless sale and purchase 
become separated from each other and come into conflict, 
or the contradictions inherent in money as means of payment 
come to the surface; unless therefore crisis at the same time 
emerges in the simple form—as the contradiction between 
purchase and sale, or the contradiction inherent in money as 
means of payment. But these also are mere forms^ general 
possibilities of crises; and consequently also forms, abstract 
forms, of actual crisis. In them the nature of crisis appears in 
its simplest forms, and, in so far as this form is itself its simplest 
content, in its simplest content. But it is not as yet a content 
which has a determinate cause. The simple circulation of money 
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and even the circulation of money as means of payment— 
and both make tlicir appearance long before capitalist produc¬ 
tion, without crises occurring—are possible and in fact lake 
place without crises. On the basis of these forms alone, there¬ 
fore, it is not possible to explain why they show their critical 
side, why the contradiction contained in them as a possibility 
emerges as a real contradiction. 

From this we can see how great is the stupidity of economists 
who, when they are no longer able to reason out of existence 
the phenomenon of overproduction and crisis, soothe them¬ 
selves by saying that only the possibility of crises is given in 
those forms, and that therefore tlieir emergence is accidental^ 
and so the advent of crisis is itself a mere accident. 

The contradictions developed in the circulation of commodi¬ 
ties, and further developed in the circulation of money—and 
the consequent possibilities of crisis—reproduce themselves 
spontaneously in capital, inasmuch as the developed circula¬ 
tion of commodities and circulation of money in fact arise 
only on the basis of capital. 

What has to be done, however, is to follow through the 
further development of the potential crisis—^the real crisis can 
only be presented on the basis of the real movement of capitalist 
production, competition and credit—in so far as crisis arises 
jfrom the forms characteristic of capital, its properties as capital, 
and not from its mere existence as commodity and as money. 
The mere direct process of production of capital cannot by itself 
add anything new in this connection. In order to exist at all, 
the conditions for it arc assumed. For that reason, in the first 
section dealing with capital—the immediate process of produc¬ 
tion—no new element of crisis has to be added. By its nature 
crisis is present in it. For the process of production is appropria¬ 
tion and therefore production of surplus value. But this cannot 
appear in the process of production itself, because the latter is 
not concerned with the realisation of both the reproduced 
value, and the surplus value. Crisis can only appear in the 
process of circulation, which in essence is at the same time the 
process of reproduction. 

Here it must further be noted that we must examine the 
process of circulation or process of reproduction before examining 
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already existing capital—capital and profit—as we have to 
show not only how capital produces, but how capital is pro¬ 
duced. The actual movement, however, starts from the capital 
in hand—that is, the actual movement that is based on 
developed capitalist production, beginning out of itself and 
presu])posing itself. The reproduction process and the occasions 
of crises which are further developed in it are therefore not 
fully handled under this heading, and require further elabora¬ 
tion in the chapter on ‘‘Capital and Profit”. 

The circulation process as a whole or the whole process of 
reproduction of capital is the unity of its production phase 
with its circulation phase, a process which runs through both 
those processes as its phases. Therein lies a further developed 
possibility or abstract form of crisis. The economists who deny 
crises therefore insist only on the unity of these two phases. 
If they were only separate without being a unity, then no 
forcible restoration of their unity would be possible, no crisis. 
If they wore only a unity without being separate, then no 
forcible separation would be possible, which again is crisis. 
It is the forcible restoration of unity between independent 
phases, and the forcible separation from each other of processes 
which in essence are one. 

Therefore: 

I. The general possibility of crises is given in the process of 
metamorphosis of capital itself, and in fact in a twofold way: in 
so far as money functions as means of circulation^ through the 
separation of purchase and sale; and in so far as it functions 
as means of payment, where it has two separate aspects, as measure 
of value and as realisation of value. These two aspects become 
separated. If in the interval between them the value has 
altered, the commodity at the moment of its sale is not worth 
what it was worth at the moment when money functioned as 
measure of value and therefore of the reciprocal obligations; 
then the obligation cannot be met from the proceeds of sale 
of the commodities, and therefore the whole series of transac¬ 
tions, which depend in a backward chain on this one transac¬ 
tion, cannot be settled. If even for a certain time the 
commodities cannot be sold, although their value has not 
changed—^in such a case money cannot function as means of 
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payment, since it has to function as such within a definite 
term laid down in advance. But as the same sum of money 
functions here for a series of mutual transactions and obliga¬ 
tions, the inability to pay appears not at one point only but 
at many, and hence crisis. 

These are the formal possibilities of crises. The first-men¬ 
tioned forms arc possible without the latter; that is to say, 
crises are possible without credit, without money functioning 
as means of payment. But the latter forms are not possible 
without the former, that is, without tlie separation between 
purchase and sale. But in the latter case crisis appears not 
only because commodities arc unsaleable, but also when they 
cannot be sold within a certain period; and in this case crisis 
arises and derives its character not only from the fact that 
commodities cannot be sold, but from the non-fulfilment of a 
whole scries of payments which depend on the sale of these 
particular commodities within this particular period of time. 
This is the characteristic form of money crises. 

Therefore if a crisis appears because purchase and sale 
become separated, it develops as a money crisis when money 
has developed as means of payment^ and this second form of crises 
follows as a matter of course when the first makes its appear¬ 
ance. In investigating why the general possibility of crises 
becomes an actual crisis, in investigating the conditions of 
crisis, it is therefore quite superfluous to concern ourselves 
with those crises which arise from the development of money 
as means of payment. Precisely for this reason the economists 
like to advance this self-explanatory form as the cause oJ 
crises. In so far as the development of money as means ol 
payment is linked with tlie development of credit and ot 
surplus credit, it is true that the causes of the latter have to 
be investigated; but this is not yet the place to do it. 

2. In so far as crises result from changes and revolutions in 
prices which do not coincide with changes in the values of 
commodities, they naturally cannot be investigated when we 
arc considering capital in general, when it is assumed that 
prices are identical with the values of commodities. 

3. The general possibility of crises is the formal metamorpho¬ 
sis of capital itself, the separation in time and space of purchase 
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and sale. But this is never the cause of crisis. For it is nothing 
but the most general form of crisis, that is, crisis itself in its 
most generalised expression. It c<annot however be said that 
the abstract form of crisis is the cau.se of crisis. If we seek its 
cause, what wc want to know is why its abstract form, the 
form of its possibility, develops from possibility into actuality. 

4. The general conditions of crises, in so far as they are 
independent of price fluctuatioas (and whether these are 
linked with the credit system or not; price fluctuations as 
distinct from fluctuations of value), must be explicable from 
the general conditions of capitalist production. 

[We find, then, as factors in a crisis:] 

The reconversion of money into capital. A definite level of 
production or reproduction is assumed, fhe fixed capital can 
here be considered as given, remaining the same and not 
entering into the process of realisation. As the reproduction 
of the raw material is dependent not only on the labour 
expended on it, but on the productivity of this labour in 
association with natural conditions, it is possible [even witli 
the method of production remaining the same] for the mass 
of the product of the same quantity of labour to fall (with 
bad harvests). The value of the raw material tlicrcfore rises, 
while its mass falls. The proportions in which money has to 
flow back into the various component parts of the capital, in 
order to continue production on the former level, arc dis¬ 
turbed. More must be paid out for raw material, less remains 
for labour, and the same quantity of labour as before cannot 
be absorbed. In the first place, this is not physically possible, 
because there is a deficiency of raw material; secondly, because 
a greater part of the value of the product has to be transformed 
into raw material, and consequently a smaller part can be 
transformed into variable capital. Reproduction can not be 
repeated at the same level. A part of the fixed capital stays 
idle, a part of the workers is thrown out on the streets. The 
rate of profit falls, because the value of the constant capital 
compared with the variable has risen and less variable capital 
is employed. The fixed charges—interest, rent—which are 
based on the anticipation of stable rates of profit and of 
exploitation of labour, remain the same, and in part cannot 
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be paid. Hence crisis. Crisis of labour and crisis of capital. 
This is therefore an interruption of the reproduction process 
resulting from an increased value of the part of the constant 
capital that has to be replaced out of the value of the product. 
In this case, although the rate of profit falls, there is a rise in 
the price of the product. If this product enters into other 
spheres of production as a means of production, the rise in its 
price results in the same disturbance of reproduction in these 
spheres. If it enters into general consumption as a means of 
subsistence, it cither enters also into the consumption of the 
workers or it does not. In the first case, the effects are the same 
as that of a disturbance in the variable capital, which is dealt 
with later. But in so far as it enters generally into consumption, 
the result may be (unless the coasumption of it falls) a fall 
in the demand for other products. Hence their reconversion 
into money at their value will be hindered to a corresponding 
degree, and thus the other side of their reproduction—^not the 
reconversion of money into productive capital, but the reconver¬ 
sion of commodities into money—^will be disturbed. In any case 
the mass of profit and the mass of wages in this branch of indus¬ 
try falls, and this means a fall in part of the necessary returns 
from the sale of commodities of other branches of production. 

This shortage of raw material may however also make its 
appearance apart from the influence of harvests or of the 
natural productivity of the labour which supplies the raw 
material. If for example an undue portion of the [accumulated] 
surplus value, of the surplus capital, is [expended] on machinery, 
etc., in a particular branch of production, the raw material, 
although it would have been adequate for the old level of 
production, will be inadequate for the new. This therefore 
results from the disproportionate conversion of the surplus 
capital into its different elements. It is a case of overproduction 
of fixed capital and produces exactly the same phenomena as 
in the finst case. 

(d) General and Partial Overproduction 
In Chapter XXI Ricardo says: 

“Too much of a particular commodity may be produced, 
of which there may be such a glut in the market as not to 
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repay the capital expended on it; but this cannot be the 

case with respect to all commodities” (p. 194). 

That only particular but not all kinds of commodities can 
constitute a glut in the market, and that consequently over¬ 
production can always only be partial, is a paltry evasion. 
In the first place, if the mere nature of a commodity is con¬ 
sidered, there is nothing in it which would prevent all 
commodities being in over supply on the market and therefore 
all falling below their price. What is involved here is precisely 
the moment of crisis. In fact, all commodities ['may be in 
over supply] except money. The necessity for the commodity to 
transform itself into money means only that the necessity exists 
for all commodities. And inasmuch as there is a difficulty in a 
single commodity making tliis metamorphosis, the difficulty 
can exist for all commodities. I’he general nature of the 
metamorphosis of commodities—which includes the separation 
of purchase and sale as well as their unity—instead of excluding 
the possibility of a general glut, is rather the possibility of a 
general glut. 

Moreover, in the background of Ricardo’s arguments and 
similar arguments put forward by others there is in fact not 
only the relation of purchase and sale, but also that of demand 
and supply, which we have to consider only when we investi¬ 
gate the competition of capitals. Just as Mill says that purchase 
is sale, etc., so is demand supply and supply demand; but 
they are equally separate, and can assume independence of 
eaeh other. At a given moment the supply of all commodities 
may be greater than the demand for all commodities, because 
the demand for the general commodity, money, exchange 
value, is greater than the demand for all particular commodi¬ 
ties; in other words, because the compulsion for the commodity 
to take the form of money, to realise its exchange value, is 
greater than the compulsion for the commodity to be 
reconverted into use value. If the relation between demand 
and supply is conceived in a wider and more concrete way, 
there enters into it the relation between production and 
consumption. Here again there must be borne in mind the 
unity of these two phases, which exists in their nature and 
forcibly asserts itself precisely in crisis, against the equally 
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existent, and for bourgeois production even characteristic, 
separation and opposition of die two. 

As for the antithesis between partial and universal over¬ 
production—^that is, in so far as the former is emphasised only 
as a means of getting rid of the latter—the following further 
points may be noted: 

First: A general rise of prices in all articles of capitalist 
production usually precedes a crisis. Consequently they all 
have a share in the following crash, and all constitute an 
overloading of the market at the prices which they had before 
the crash. The market can absorb a mass of commodities at 
falling prices, prices that have fallen below their prices of 
production, which it could not absorb at their former market 
prices. The excess of commodities is always relative, that is, 
it is an excess at certain prices. The prices at which the 
commodities arc then absorbed are ruinous for the producer 
or merchant. 

Secondly: 

For a crisis (and therefore also overproduction) to be 
general, it is sufficient for it to grip the princij>al articles of 
trade. 

Let us examine more closely how Ricardo tries to argue 
away the possibility of a general glut of the market: 

“Too much of a particular commodity may be produced, 
of which there may be such a glut in the market as not to 
repay the capital expended on it; but this cannot be the 
case with respect to all commodities; the demand for corn 
is limited by the mouths which are to eat it, for shoes and 
coats by the persons who are to wear them; but though a 
community, or a part of a community, may have as much 
corn, and as many hats and shoes as it is able, or may wish 
to consume, the same cannot be said of every commodity 
produced by nature or by art. Some would consume more 
wine if they had the ability to procure it. Others, having 
enough of wine, would wish to increase the quantity or 
improve the quality of their furniture. Others might wish 
to ornament their grounds, or to enlarge their houses. The 
wish to do all or some of these is implanted in every man’s 
breast; nothing is required but the means, and nothing can 
afford the means but an increase of production” (p. 194). 
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Can there be a more childish line of reasoning? It runs like 
this. More may be produced of a particular commodity than 
can be consumed. But that cannot be true of all commodities 
at the same time. Because the needs which are satisfied 
through commodities have no limits and all these needs are 
not satisfied at the same time. On the contrary. The satisfaction 
of one need makes another so to speak latent. I’hercfore 
nothing is required but the means to satisfy these needs, and 
these means can only be provided through an increase of 
production. Therefore no general overproduction is possible. 

What is the relevance of all this? In times of overproduction 
a great part of the nation (especially the working class) is 
less than ever supplied with grain, shoes, etc., to say nothing 
of wine and furniture. If overproduction could only occur 
after all members of the nation had satisfied even their most 
essential needs, in the history of bourgeois society up to the 
present not only no general overproduction, but even no 
partial overproduction, could have occurred. If for example 
the market is over-supplied with shoes or calico or wines or 
colonial products, docs this mean that perhaps even only 
two-thirds of the nation have over-satisfied their need for shoes, 
calico, etc.? What in any case has overproduction to do with 
absolute needs? It is only needs with capacity to pay that 
count. What is in question is not absolute overproduction— 
overproduction in itself, in relation to the absolute need or 
the desire to possess commodities. In this sense neither partial 
nor general overproduction exists. And [in this sense] they arc 
not in any kind of contradiction with each other. 

But, Ricardo may say, when there are numbers of people 
who need shoes and calico, why do they not acquire the means 
to buy them by producing something with which they can 
buy shoes and calico? Would it not be even simpler to say: 
why do they not produce shoes and calico for themselves? 
And what is even more strange in overproduction is that the 
actual producers of the very commodities which overfill the 
market—the workers—suffer from lack of them. In this case 
it cannot be said that they should produce the things in order 
to get them, for they have produced them, and yet they have 
not got them. Nor can it be said that the particular commodities 
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are in glut on the market because no need for them exists. 
If therefore even partial overproduction is not to be explained 
by the fact that the commodities in excess on the market 
exceed the need for them, in the same way universal over¬ 
production cannot be explained away by the fact that needs, 
unsatisfied needs, exist for many of the commodities which arc 
on the market. 

Let us keep to the cotton weaver by way of example. So 
long as reproduction continued without a check—^therefore 
also the phase of this reproduction in which the product, the 
cotton, existing as a commodity, a saleable commodity, is 
reconverted into money at its value—for so long also, shall we 
say, the workers who produce the cotton consumed a portion 
of it; and with extended reproduction—that is, accumulation— 
they absorbed progressively more of it, or more workers too 
were employed in the production of the cotton, who also were 
in part consumers of it. 

So long as the weaver reproduces and accumulates, his 
workers also buy a part of his product; they expend a part 
of their wages on cotton. Because he produces, they have the 
means to buy a part of his product, and thus in part provide 
him with the means of selling it. The worker can only buy— 
represent demand for—commodities which enter into indivi¬ 
dual consumption, as he does not himself make a profit from 
his labour, and does not himself possess the conditions for 
setting it to work—^the means of labour and material of 
labour. Where production is developed in capitalist form, this 
therefore already excludes the greatest part of the producers, 
the workers themselves, from being consumers, buyers, of 
means of production. They buy no raw material and no means 
of labour; they buy only means of subsistence, commodities 
which enter directly into individual consumption. Conse¬ 
quently there is nothing more ridiculous than to speak of the 
identity of producers and consumers, since for an extra¬ 
ordinarily great number of branches of production—all those 
not producing articles for direct consumption—the mass of 
those engaged in production arc absolutely excluded from the 
purchase of their own products. They are never directly 
consumers or buyers of this great part of their own products, 
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although they pay a part of the value of these products in the 
consumption articles which they buy. This also shows the 
ambiguity of the word consumer and the error of identifying 
it with the word buyer. Industrially, it is precisely the workers 
who consume the machinery and raw material, who use it 
up in the labour process. But they do not use it up for them¬ 
selves, and consequently they arc not buyers of it. For them 
they arc not use values, not commodities, but objective 
conditions of a process of which they themselves are the 
subjective conditions. 

It may however be said that their employer represents them 
in the purchase of means of labour and materials of labour. 
But he represents them under different conditions from those 
in which they would represent themselves; that is, on the 
market. He has to sell a mass of commodities embodying 
surplus value, unpaid labour. They would have to sell only a 
mass of commodities which reproduced the value advanced in 
production—^the value of the means of labour, the material 
of labour and the wages. He therefore has need of a wider 
market than they would require. 

They are therefore producers, without being consumers— 
even when there is no interruption in the process of reproduc¬ 
tion—in respect of all the articles which have to be consumed 
not individually but industrially. 

So nothing is more preposterous as a means of denying 
crises than the assertion that consumers (buyers) and producers 
(sellers) are identical in capitalist production. They arc 
completely separate. In so far as the reproduction j)roccss 
takes place, this identity can be asserted for only one out of 
every three thousand producers, that is to say, for the capitalist. 
It is just as false the other way round—^that the consumers 
arc producers. The landowner does not produce rent, and yet 
he consumes. I’he position is the same with the whole of 
money capital. 

The apologetic phrases used to deny crises arc important 
from this aspect—that they always prove the opposite of what 
they set out to prove. In order to deny crises, they assert unity 
where there is opposition and contradiction. This is important 
in so far as it can be said: they prove that, if the contradictions 
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which they day-dream out of existence in fact did not exist, 
then too no crises would exist. But in fact crisis exists, because 
those contradictions exist. Every reason which they advance 
against crisis is a contradiction day-dreamed away—therefore 
a real contradiction, therefore a cause of crisis. The desire to 
day-dream contradictions out of the way is at the same time 
the expression of contradictions that arc really present, but 
which they vainly desire s}iould not exist. 

What the workers in fact produce is surplus value. So long 
as they produce it, they arc able to consume. As soon as [its 
production] ceases, their consumption ceases, because their 
production ceases. But it is in no way true that they arc able 
to consume because they produce an equivalent for their 
consumption. Rather is it llic case that the very moment they 
have produced such an equivalent, their consumption ceases, 
they have no equivalent to consume. Either their labour is 
dispensed with or cut down, or in any case their wages lowered. 
In the latter case—when the level of production remains the 
same—they do not consume any equivalent for their produc¬ 
tion. But then they lack the means of subsistence, not because 
they do not produce enough, but because they get too little 
of their product for themselves. 

If therefore the relations are reduced to that simply of 
consumer and producer, the fact is lost sight of that the 
producing wage-labour and the producing capitalist arc two 
producers of a very different kind, even if we leave out of 
account the consumers who produce nothing at all. Once 
again the antagonism is denied by abstracting from an 
antagonism that is actually present in production. The mere 
relationship between wage-labourer and capitalist involves: 

(1) That the greatest part of the produqers (the workers) are 
non-consumers (non-buyers) of a very considerable part of 
their product, namely, of the means of labour and the material 
of labour. 

(2) That the greatest part of the producers, the workers, 
can only consume an equivalent for their product so long as 
they produce more than this equivalent—surplus value or 
surplus product. They must always be over-producersy must 
always produce over and above their needs, in order to be 
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able to be consumers or buyers within the limits of their needs. 

With this class of producers, therefore, the unity between 
production and consumption is in any case prima facie false. 

When Ricardo says that the only limit of demand is produc¬ 
tion itself, and this is limited by capital, this means in fact, 
when stripped of the false assumptions, nothing more than 
that capitalist production finds its measure only in capital— 
the concept of capital including here also the labour power 
incorporated in the capital (bought by it) as one of its conditions 
of production. Here the question arises whether capital as 
such is also the limit for consumption. In any case this is true 
negatively; that is to say, no more can be consumed than is 
produced. But the question is whether this is the positive limit, 
whether as much can and must be consumed—on the basis 
of capitalist production—as is produced. What Ricardo says, 
correctly analysed, means the direct opposite of what he is 
trying to say—namely, that production takes place without 
regard to the existing limits of consumption, but is limited 
only by capital itself. And this, to be sure, is characteristic 
of this mode of production. 

So, in accordance with the assumption, the market is over- 
supplied for example with cotton cloth, so that it is partly 
unsaleable, or cannot be sold at all, or can be sold only far 
below its price —or, shall we say, its value. For the moment wc 
shall say value, as in considering circulation or the process of 
reproduction we are still concerned with the value, not yet 
with the price of production and even less with the market 
price. In our whole enquiry it is, of course, taken for granted 
that it cannot be denied that in individual spheres too much 
may be produced, and for that reason too little may be produced 
in other spheres; that partial crises therefore may arise from 
disproportionate production (proportionate production is, how¬ 
ever, always only the result of disproportionate production on 
the basis of competition). And a general form of this dis¬ 
proportionate production may be overproduction of fixed 
capital, or on the other hand overproduction of circulating 
capital. 1 As it is a condition for the sale of commodities at 

^ When .spinning machines were invented, there was an overproduction of yarn 
in relation to weaving. I’his disparity was removed when mechanical looms were 
introduced into weaving. 
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their value that only the socially necessary labour time is 
contained in them, so it is for a whole sphere of production 
of capital that only the necessary part of the total labour 
time of society is applied to this particular sphere; only the 
labour time which is required for the satisfaction of the social 
need (the demand). If more is used, even though each 
individual commodity may contain only the necessary labour 
time, in total they contain more than the socially necessary 
labour time—just as the individual commodity has in fact use 
value, but the total, in the circumstances assumed, loses a 
portion of its use value. 

However, we are not dealing here with crisis in so far as it 
is due to disproportionate production, that is, a disproportion 
in the division of the social labour among the individual 
spheres of production. This can only be dealt with in an 
examination of the competition between capitals. Here it has 
already been said that a rise or fall in market values consequent 
on this disproportion results in a withdrawal of capital from 
one sphere of production and its transfer to another, the 
migration of capital from one branch of production into the 
other. Of course this equalisation itself presupposes the opposite 
of equalisation and therefore may involve crisis; and the 
crisis itself may be a form of equalisation. Ricardo and others 
admit this form of crisis. 

In the analysis of the production process we saw that the 
whole striving of capitalistic production is directed towards 
the appropriation of the greatest possible amount of surplus 
labour, that is, to materialise the greatest possible amount of 
immediate labour time with the given capital. This may be 
done through the prolongation of the labour time, or reduction 
of the necessary labour time, development of the productive 
power of labour, the use of co-operation, division of labour, 
machinery, etc., in short, production on a higher level, that is, 
mass production. Production without regard to the limits of 
the market is therefore in the nature of capitalist production. 

In considering reproduction it is for the moment assumed 
that the method of production remains the same, and remains 
the same for a period while production expands. In this case 
the mass of commodities produced is increased, because more 
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capital is used, not because it is more productively used. But 
the merely quantitative increase of capital at the same time 
implies tliat its productive power is increased. If its quantitative 
increase is a consequence of the development of productive 
power, the latter in turn develops on the assumption of a 
wider, extended capitalistic basis. Here reciprocal action takes 
place. Reproduction on an extended basis—accumulation— 
even if originally appearing only as a quantitative expansion 
of production- with more capital under the same conditions 
of production—therefore always at a certain point shows itself 
also qualitatively, as greater productivity of the conditions 
through which reproduction takes place. Hence there is an 
increase in the mass of products not only in simple proportion 
to the growth of capital in expanded reproduction—accumula¬ 
tion. 

Now let us return to our example of cotton cloth. 

The stagnation in the market, which is over-supplied with 
cottons, disturbs reproduction for the weaver. I’his disturbance 
first affects his workers. The latter therefore are now to a 
smaller extent, or not at all, consumers of* his commodity— 
cotton—and of other commodities which enter into their 
consumption. They have, it is true, a need for cottons, but 
they cannot buy them because they have not the means to do 
so, and they have not the means because they cannot continue 
to produce, and they cannot continue to produce because too 
much has been produced, too many cotton goods are in store 
on the market. Neither Ricardo’s advice “to enlarge their 
production”, nor his alternative, “to produce something else”, 
can help them. They now constitute a part of the temporary 
overproduction, overproduction of workers, in this case of 
cotton producers, because there is an overproduction of cotton 
goods on the market. 

But apart from the workers employed directly by the capital 
invested in cotton weaving, numbers of other producers are 
afi'ected by this check in the reproduction of cotton: spinners, 
cotton growers, producers of spindles and looms, of iron, coal, 
and so on. All these would be similarly checked in their 
reproduction, as the reproduction of cotton goods is the 
condition for their own reproduction. This would take place, 
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even if they had not overproduced in their own spheres, that 
is, had not produced beyond the limit set by and justified by 
the cotton industry when it was going swimmingly. All these 
industries have only this in common: that they consume their 
revenue (wages and profit, in so far as the latter is consumed 
as revenue and not accumulated) not in the form of their 
own product, but in the product of the spheres which produce 
articles of consumption, of which cotton is one. So the consump¬ 
tion and the demand for cotton falls, precisely because there is 
too much of it on the market. But so also does that of all other 
commodities on which, as articles of consumption, the revenue 
of these indirect producers of cotton cloth is spent. The means 
with which they can buy cotton cloth and other articles of 
consumption become restricted and contract, because there is 
too much cotton on the market. This affects also other commo¬ 
dities (articles of consumption). They are now suddenly in 
relative overproduction, because the means to buy them, and 
therewith the demand for them, have contracted. Even if 
there has been no overproduction in these spheres, now they 
are overproducing. 

But if it is not only cotton, but also linen, silk and woollen 
goods in which overproduction has taken place, it can be 
understood how overproduction in these few but leading articles 
brings about a more or less general [relative) overproduction 
over the whole market. On the one hand a superfluity of all 
things needed for reproduction, and a superfluity of all kinds 
of unsold commodities on the market. On the other hand 
bankrupt capitalists and hungry workers, destitute of every¬ 
thing. 

Nevertheless, this argument has two sides to it. If it is easy 
to understand how overproduction in a few leading articles 
of consumption must bring in its train a more or less general 
overproduction—the manifestation of the former—this in no 
way explains how overproduction of those articles can arise. 
For the phenomenon of general overproduction is brought 
about by the interdependence not only of the worker directly 
employed in these industries, but of all branches of industry 
which produce the earlier elements of their products, their 
constant capital in different phases. For the latter branches of 
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industry, overproduction is tin effect. But whence comes it in 
the former? For the latter go on producing so long as the former 
continue to produce, and along with this continued production 
a general growth of revenue, and therefore of their own 
consumption, seems assured. 

(e) Expansion of Production and Expansion of the Market 

This question may perhaps be answered by pointing to the 
constantly expanding production, which expands each year 
for two reasons: first, because the capital invested in production 
is constantly growing, and secondly, because it is constantly 
used more productively; in the course of reproduction and 
accumulation there is a constant aggregation of small improve¬ 
ments which eventually alter the whole level of production. 
There is a piling up of improvements, an accumulating 
development of productive powers. If anyone likes to reply 
that the constantly expanding production requires a constantly 
expanding market, and that production expands more rapidly 
than the market, this is only putting in another way the 
phenomenon that has to be explained—in its real form, 
instead of an abstract form. The market expands more slowly 
than production; or in the cycle through which capital passes 
in its reproduction—a cycle in which there is not merely 
reproduction, but reproduction on an extended scale; it 
describes not a circle, but a spiral—a moment comes when 
the market manifests itself as too narrow for production. 
This is at the close of the cycle. This however merely means: 
the market is overfilled. Overproduction is manifest. Had the 
extension of the market kept pace with the extension of 
production, there would be no glut of the market, no over¬ 
production. 

However, the mere admission that the market must expand 
along with production is also from another aspect one more 
admission of the possibility of overproduction, since the market 
is limited externally in the geographical sense, the internal 
market is limited as compared with a market that is both 
internal and external, the latter again as compared with the 
world market—^which however at each moment of time is in 
turn limited, [even though] in itself capable of extension. 
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Consequently the admission that the market must expand if 
overproduction is not to occur, is also an admission that 
overproduction can occur. For since market and production 
are two independent factors, it is therefore possible that the 
expansion of one may not correspond with the expansion of 
the other, that the limits of the market may not be extended 
rapidly enough for production, or that new markets—new 
extensions of the market—may be rapidly overtaken by 
production, so that the expanded market now appears just 
as much a barrier as the narrower one did previously. 

Ricardo is therefore consistent in denying the necessity for 
an expansion of the market to correspond with an expansion of 
production and growth of capital: all capital available in a 
country can also be advantageously employed in that country. 
He therefore polemises against Adam Smith, who on the one 
hand put forward his (Ricardo’s) view and, with his usual 
rational instinct, also contradicted it. Adam Smith too docs 
not recognise the phenomenon of overproduction, crises 
resulting from overproduction. What he sees are mere credit 
and money crises, which come to the surface of their own 
accord along with the credit and banking system. In fact he 
secs in the accumulation of capital an unqualified increase 
in the total wealth and well-being of the nation. On the other 
hand he conceives the development of the internal market 
into the foreign, colonial and world market, as in itself evidence 
of what can be called a relative overproduction in the internal 
market. It is worth quoting Ricardo’s polemic against him on 
this point: 

“When merchants engage their capitals in foreign trade, 
or in the carrying trade, it is always from choice and never 
from necessity; it is because in that trade their profits will 
be somewhat greater than in the home trade. 

“Adam Smith has justly observed ‘that the desire of food 
is limited in every man by the narrow capacity of the 
human stomach, ^ but the desire of the conveniences and 
ornaments of building, dress, equipage, and household 
furniture seems to have no limit or certain boundary’. 
Nature, then, has necessarily limited the amount of capital 

^ Adam Smith is very much mistaken here, as he leaves out of account the luxury 
articles of agriculture. 
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which can at any one time be profitably engaged in agri¬ 
culture, ^ but she has placed no limits to the amount of 
capital that may be employed in procuring ‘the conveniences 
and ornaments’ of life.“ To procure these gratifications in 
the greatest abundance is the object in view, and it is only 
because foreign trade, or the carrying trade, will accomplish 
it better, that men engage in them in preference to manufac¬ 
turing the commodities required, or a substitute for them, 
at home. If, however, from peculiar circumstances, we were 
precluded from engaging capital in foreign trade, or in the 
carrying trade, we should, though with less advantage, 
employ it at home; and while there is no limit to the desire 
of ‘conveniences, ornaments of building, dress, equipage, 
and household furniture’, there can be no limit to the 
capital that may be employed in procuring them, except 
that which bounds our power to maintain the workmen who 
are to produce them. 

“Adam Smith, however, speaks of the carrying trade as 
one not of choice, but of necessity; as if the capital engaged 
in it would be inert if not so employed, as if the capital in 
the home trade could overflow if not confined to a limited 
amount. He says, ‘when the capital stock of any country is 
increased to such a degree that it cannot be all employed in 
supplying the consumption, and supporting the productive labour of 
that particular country,^ the surplus part of it naturally disgorges 
itself into the carrying trade, and is employed in performing 
the same offices to other countries’. 

. . But could not this portion of the productive labour 
of Great Britain be employed in preparing some other sort 
of goods, with which sometliing more in demand at home 
might be purchased? And if it could not, might we not 
employ this productive labour, though with less advantage, 
in making those goods in demand at home, or at least some 
substitute for them? If we wanted velvets, might we not 
attempt to make velvets; and if we could not succeed, might 
we not make more cloth, or some other object desirable to us? 

^ Is that why there are nations which export agricultural products? As if, in 
spite of nature, it would not be possible to sink all possible capital in agriculture, 
in order to produce in England for example melons, figs, grapes, etc., and flowers, 
etc., and birds and game, etc. And as if the raw materials of industry are not 
produced by the capital in agriculture. See for example the capital that the 
Romans put into the artificial breeding of fish alone. 

2 As if Nature had anything to do with the matter! 

^ This passage is emphasised by Ricardo himself. 



GRISES 


405 

“Wc manufacture commodities, and with them buy goods 
abroad, because we can obtain a greater quantity^ than we 
could make at home. Deprive us of this trade, and wc 
immediately manufacture again for ourselves. But this 
opinion of Adam Smith is at variance with all his general 
doctrines on this subject. ‘If a foreign country can supply us 
with a commodity cheaper than we ourselves can make it, 
better buy it of them with some part of the produce of our 
own industry, employed in a way in which we have some 
advantage. The general industry of the country, being always in 
proportion to the capital which employs it,^ will not thereby he 
diminished, but only left to find out the way in which it can 
be employed with the greatest advantage.’ 

“Again: ‘Those, therefore, who have the command of 
more food than they themselves can consume, are always 
willing to exchange the .surplus, or, what is the same thing, 
the price of it, for gratifications of another kind. What is 
over and above satisfying the limited desire is given for the 
amusement of those desires which cannot be satisfied, but 
seem to be altogether endless. The poor, in order to obtain 
food, exert themselves to gratify those fancies of the rich; 
and to obtain it more certainly, they vie with one another 
in the cheapness and perfection of their work. The number 
of workmen increases with the increasing quantity of food, 
or with the growing improvement and cultivation of the 
lands; and as the nature of their business admits of the utmost 
subdivisions of labours, the quantity of materials which 
they can work up increases in a much greater proportion 
than their numbers. Hence arises a demand for every sort 
of material which human invention can employ, either 
usefully or ornamentally, in building, dress, equipage, or 
household furniture; for the fossils and minerals contained 
in the bowels of the earth, the precious metals, and the 
precious stones.’ 

“It follows, then, from these admissions, that there is no 
limit to demand—no limit to the employment of capital 
while it yields any profit, and that, however abundant 
capital may become, there is no other adequate reason for 
a fall of profit but a rise of w^ages, and further, it may be 
added that the only adequate and permanent cause for the 

1 The qualitative diflercncc docs not exist! 

^ In very different proportion. Ricardo also emphasises this sentence. 
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rise of wages is the increasing difficulty of providing food 

and necessaries for the increasing number of workmen’’ 

(Chapter XXI, pp. igS"?)- 

The word overproduction in itself leads to error. So long as 
the most urgent needs of a great part of society are not satisfied, 
or only its most immediate needs, there can naturally be 
absolutely no talk of an overproduction of products —^in the sense 
that the mass of products would be excessive in relation to the 
need for them. What must be said is the opposite: that in this 
sense, on the basis of capitalistic production, there is constant 
underproduction. The limit of production is the capitalist's profit^ 
and not at all the need of the producers. But overproduction of 
products and overproduction of commodities arc two completely 
different things. If Ricardo thinks that the form commodity 
makes no difference to the product, and further, that the 
circulation of commodities is only formally different from barter, 
that in this circulation exchange value is only a form, without 
significance, of the exchange of things, and that therefore money 
is a merely formal means of circulation, this is in fact the 
outcome of his presupposition that the bourgeois mode of 
production is the absolute mode of production, and conse¬ 
quently is a mode of production without any precise specific 
character, that what is specific in it is only formal. It is therefore 
not possible for him to admit that the bourgeois mode of 
production contains within itself a barrier to the free develop¬ 
ment of the productive forces, a barrier which comes to the 
surface in crises, and incidentally in overproduction —the basic 
phenomenon in crises. 

Ricardo saw, from the passages of Adam Smith which he 
quotes, approves and therefore repeats, that the limitless 
“desire” for all kinds of use values is constantly satisfied, on 
the basis of a state of things in which the mass of producers 
remains more or less restricted to necessities, in which this 
very considerable mass of producers therefore remains more 
or less excluded from the consumption of wealth—in so far 
as wealth oversteps the circle of the necessary means of 
subsistence. 

Incidentally, this is also the case, and to a still higher degree, 
in the ancient form of production based on slavery. But the 
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ancients never even thought of transforming the surplus 
product into capital. At least, only to a small extent. The 
widespread occurrence among them of the amassing of treasure 
in the narrow sense shows how much surplus product lay 
completely idle. They converted a great part of the surplus 
product into unproductive expenditure on works of art, 
religious monuments and public works. Still less was their 
production directed to the unfettering and development of 
the material forces of production—division of labour, machin¬ 
ery, use of natural forces and science in private production. 
Broadly speaking they never got beyond handicraft labour. 
The wealth which they produced for private consumption 
was consequently relatively small, and only seems large 
because it was amassed in the hands of a few people, who, 
incidentally, did not know what to do with it. If consequently 
there was no overproduction among the ancients, there w^as 
nevertheless overconsumption on the part of the rich, which in 
the final periods of Rome and Greece broke out into insane 
extravagance. The few trading peoples among them lived 
partly at the expense of all these essentially poor nations. It is 
the absolute development of the productive forces, and hence 
mass production, with the mass of producers confined within 
the circle of the necessary means of subsistence on the one 
hand, and on the other hand the barrier set by the capitalists’ 
profit, which forms the basis of modern overproduction. 

All the difficulties which Ricardo and others raise against 
overproduction, etc., rest on the fact that they either look on 
bourgeois production as a mode of production in which no 
distinction exists between purchase and sale—direct barter— 
or they regard it as social production, of such a kind that 
society distributes its means of production and productive 
forces as if according to a plan, in the degree and measure in 
which they are necessary for the satisfaction of its various 
needs; so that to each sphere of production falls the quota of 
social capital required for die satisfaction of the need to which 
it corresponds. This fiction arises entirely from the inability 
to grasp the specific form of bourgeois production; and this 
inability in turn from the obsession that bourgeois production 
is produedon pure and simple. Just like a man who believes 
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in a particular religion and sees in it religion pure and simple, 
with only false religions outside it. 

On the contrary, it would be much more pertinent to ask: 
on the basis of capitalist production, in which everyone works 
for himself, and particular labour must at the same time appear 
as its opposite, abstract general labour, and in this form as 
social labour-*how' can the necessary balance and inter¬ 
dependence of the various spheres of production, their dimen¬ 
sions and the proportions between them, be possible except 
through the constant neutralisation of a constant disharmony? 
This moreover is admitted when adjustments through competi¬ 
tion are spoken of; for these adjustments always presuppose 
that there is something to be adjusted, and harmony therefore 
is always only a result of the movement which neutralises the 
existing disharmony. For this reason, too, Ricardo admits the 
glut of the market for paiticular commodities; and then a 
general simultaneous glut in the market is said to be impossible. 
Consequently the impossibility of ovcrproduclion for any 
particular sphere of production is not denied. What is said to 
be [impossible] is the simultaneity of this phenomenon for all 
spheres of production, and hence general overproduction. 
This last phrase is always to be taken cum grano salis, for in 
times of general overproduction the overproduction in some 
spheres is always only the result, the consequence, of overproduc¬ 
tion in the leading articles of commerce; [in these it is] always 
only relative, overproduction because overproduction exists in 
other spheres. Apologetics twists this precisely into its opposite. 
Overproduction in the leading articles of commerce, in wliich 
alone active overproduction manifests itself—these are in 
general articles which can only be produced in the mass and 
on a factory scale, also in agriculture—[is supposed only to 
exist] because overproduction exists in the articles in which 
relative or passive overproduction appears. According to this 
idea overproduction only exists because overproduction is not 
universal. The relativity of overproduction—that actual over¬ 
production in some spheres leads to it in others—is expressed 
in this way: There is no universal overproduction, because if 
overproduction were universal, all spheres of production would 
retain the same relation to one another; therefore universal 
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overproduction is equivalent to proportional production, 
which excludes overproduction. And this is supposed to be an 
argument against overproduction. That is to say, on the 
ground that universal overproduction in the absolute sense 
would not be overproduction, but only a greater than usual 
development of productive power in all spheres of production, 
it is said that actual overproduction, which is precisely not 
this non-existent, self-abrogating overproduction, docs not 
exist—although it only exists because it is not this. If this 
miserable sophistry is more closely examined, we get the 
following result. Overproduction takes place, say, in iron, 
cotton goods, linen, silk, cloth, etc. It cannot then be said, for 
example, that too little coal has been produced and that 
therefore this overproduction has occurred; for the over¬ 
production of iron, etc., involves an exactly similar overproduc¬ 
tion of coal, just as an overproduction of woven cloth involves 
that of yarn. (Overproduction of yarn as compared with cloth, 
iron as against machinery, etc., would be possible. This would 
always be a relative overproduction of constant capital.) 
There can therefore be no question of the overproduction of 
articles whose overproduction is implied because they enter 
as elements, raw materials, auxiliary materials or means of 
labour into the articles the positive overproduction of which 
is precisely the fact to be explained (tlie “particular commodity 
of which too much has been produced, of which there may be 
such a glut in the market as not to repay the capital expended 
on it”). The discussion concerns other articles which directly 
belong to other spheres of production, and can neither be 
subsumed under the leading articles of commerce which, 
according to the assumption, have been overproduced; nor 
do they belong to spheres in which, because they form the 
intermediate product for the leading articles of commerce, 
production must have advanced at least as much as in the 
final phases of the product—although there is no reason why 
they themselves should not have gone still further ahead, and 
thus have brought about an overproduction within the other 
overproduction. For example, although sufficient coal must 
have been produced in order to keep going all the industries 
into which coal enters as a necessary condition of production, 
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and therefore the overproduction of coal is implied in the 
overproduction of iron, yarn, etc. (the coal having been 
produced only in proportion to the production of iron and 
yarn), it is also possible that more coal was produced than even 
the overproduction in iron, yarn, etc., required. This is not 
only possible, but very probable. For the production of coal 
and yarn and of those other spheres of production which 
produce only the conditions and earlier phases of the product 
to be completed in another sphere, is not governed by the 
immediate demand, by the immediate production or repro¬ 
duction, but by the degree^ measure^ proportion in which these are 
expanding. And it is self-evident that in this calculation the 
goal may be overshot. Nevertheless [overproduction is said to 
originate from the fact that] there has not been enough 
produced, there has been underproduction, of other articles, 
such as for example pianofortes, precious stones, and so forth. 
The absurdity of this statement emerges all the more clearly 
when it is given an international setting, as Say and others 
after him have done. Thus, for example, England has not 
overproduced, but Italy has underproduced. If Italy, firstly, 
had had capital enough to replace the English capital that 
had been exported to Italy in the form of commodities; and 
secondly had so invested this capital that it produced the 
specific articles which English capital needed (partly to 
replace itself and partly to replace the revenue flowing from 
it) there would have been no overproduction. That is, there 
would not have existed the fact of actual—^in relation to the 
actual production in Italy—existing overproduction in England, 
but only the fact of imaginary underproduction in Italy —imaginary, 
because it presupposes a capital in Italy and a development 
of the productive forces which did not exist there; and secondly 
because it makes the same utopian presupposition that this 
wo«-cxisting capital in Italy had been applied exactly as 
required in order that the English supplies and Italian demand, 
English and Italian production, should be complementary to 
each other. This means in other words nothing [but]: No 
overproduction would occur if demand and supply corres¬ 
ponded to each other; if capital were distributed in such 
proportions in all spheres of production that the production 
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of one article involved the consumption of the other and thus 
its own consumption. There would be no overproduction, if 
there were no overproduction. But as capitalistic production is 
only able to let itself go without restraint in certain spheres, in 
definite conditions, no capitalistic production at all would 
be possible if it had to develop in all spheres simultaneously 
and in equal degree. Because in these spheres absolute over¬ 
production takes place, relative overproduction takes place 
also in the spheres W'here there has not been overproduction. 
This explanation of overproduction in one direction by 
underproduction in another means nothing [but]: If production 
were proportionate, there would be no overproduction. Ditto, 
if demand and supply corresponded to each other. Ditto, if 
all spheres comprised equal opportunities of capitalistic 
production and its expansion—division of labour, machinery, 
export to distant markets, production on a mass scale, etc. 
Or in still more abstract form: if all countries which trade with 
one another possessed an equal capacity for production, and 
indeed for different and complementary production. That is to 
say: overproduction takes place, because all these pious wishes 
are not fulfilled. Or in even more Jibstract form: there would 
be no overproduction at one point if overproduction took 
place at all points in equal degree. But capital is not large 
enough to overproduce in this universal way, and consequently 
universal overproduction occurs. 

Lct us examine this fantasy still more closely: 

It is admitted that there can be overproduction in each 
particular branch of production. The one circumstance that might 
prevent overproduction in all at the same time is, so it is 
alleged, that commodity exchanges against commodity, that 
is to say, they take refuge in the conditions of barter which 
they assume. But this way of escape is cut off by the very fact 
that trade in commodities is not barter, and therefore the 
seller of a commodity is not necessarily at the same time the 
purchaser of another. This whole subterfuge therefore rests 
on abstracting from money, and abstracting from the fact that 
what is in question is not the exchange of products but the 
circulation of commodities, for which the separation of purchase 
and sale is essential. 
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The circulation of capital in itself comprises possibilities of 
interruptions. For example, in the reconversion of money into 
its conditions of production the point is not only to transform 
money back again into the same use values (in kind), but it is 
essential for the repetition of the process of reproduction that 
these use values are to be had at their old value (lower is 

naturally still better). The very significant part of these 

elements of reproduction which consists of raw materials can 
however rise in price for two reasons: first if the instruments 
of production increase in quicker proportion than the raw 

materials can be provided within a definite period of time. 

Secondly^ as a result of the variable character of harvests. 
That is why weather conditions, as Tooke rightly observes, 
play such an important role in modern industry. I'hat is also 
true of the means of subsistence in relation to wages. The 
reconversion from money into commodity can therefore come 
up against difficulties and bring about possibilities of crisis, 
just as wxll as the conversion of commodity into money. In so 
far as simple circulation is considered—not the circulation 
of capital—this difficulty docs not arise. 

There are besides a number of other factors, conditions and 
possibilities of crisis which can only be considered when 
examining the concrete relations, in particular of the competi¬ 
tion of capitals and of credit. 

The overproduction of commodities is denied, though the 
overproduction of capital is admitted. But capital itself 
consists of commodities, or in so far as it consists of money it 
must be reconverted into commodities of one kind or another 
in order to be able to function as capital. What then does 
overproduction of capital mean? Overproduction of quantities 
of value destined to produce surplus value, or, if considered 
in their material content, overproduction of commodities 
destined for reproduction—^that is, reproduction on too large 
a scale, which is the same tiling as overproduction pure and 
simple. Defined more exactly, this in turn means nothing but 
that too much has been produced for the purpose of enricli- 
ment, or that too large a part of the product has been destined, 
not for consumption as revenue, but for making more money, 
for accumulation; not to satisfy the personal requirements of 
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its possessor, but to secure for him abstract social riches, 
money and more power over the labour of others—capital— 
or to increase the power in his hands. This is what some say. 
Ricardo denies it. How then do the others explain the over¬ 
production of commodities? That production is not sufficiently 
widely diversified, that certain articles of consumption have 
not been produced in sufficiently great quantities. It is clear 
that this cannot refer to industrial consumption; for the 
manufacturer who overproduces in linen thereby of necessity 
increases his demand for yarn, machinery, labour, etc. 
Therefore the reference must be to personal consumption. 
Too much linen has been produced, but perhaps too few 
oranges. Previously money was denied, for the purpose of 
[denying] the separation between purchase and sale. Here, 
capital is denied, in order to transform the capitalists into 
people who carry out the simple operation C-M-G, and for 
individual consumption, not as capitalists with the aim of 
getting richer, with the aim of reconverting a part of the 
surplus value into capital. But the statement that there is 
too much capital in fact means nothing but that too little is 
consumed, and in the given conditions can be consumed, as 
revenue (Sismondi). Why then does the producer of linen 
demand of the producer of corn that he consume more linen, 
or the latter demand of the former that he consume more 
corn? Why does the man who deals in linen not himself realise 
a larger part of his revenue, his surplus value, in linen, and 
the farmer in corn? Each of them individually will admit that, 
apart from the limit to his requirements, what prevents him 
from doing this is his need to capitalise it. But collectively they 
will not admit it. 

In this treatment we have completely abstracted from that 
element of crises which arises from the fact that commodities 
are reproduced more cheaply than they have been produced. 
Hence depreciation of the commodities on the market. 

In the general crises on the world market, all the contradic¬ 
tions of bourgeois production break through collectively; in 
particular crises (particular as to content and in extent) they 
appear only in a scattered, isolated and one-sided form. 

Overproduction is specifically conditioned by the general 
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law of the production of capital: production is in accordance 
with the productive forces, that is, with the possibility that 
the given quantity of capital has of exploiting the maximum 
quantity of labour, without regard to the actual limits of the 
market, the needs backed by the ability to pay; and this takes 
place through the constant expansion of reproduction and 
accumulation, and therefore the constant reconversion of 
revenue into capital; while on the other hand the mass of 
producers remain restricted to the average level of needs, and 
on the basis of capitalist production must remain so restricted. 



5 . ACCUMULATION AND CONSUMPTION 


In Chapter VIII, “On Taxes”, Ricardo says: 

“When the annual productions of a country more than 
replace its annual consumption, it is said to increase its 
capital; when its annual consumption is not at least replaced 
by its annual production, it is said to diminish its capital. 
Capital may therefore be increased by an increased produc¬ 
tion, or by a diminished unproductive consumption” (p. 94). 

By “unproductive consumption” Ricardo here means, as 
he says in the note to the next paragraph (p. 94), consumption 
by unproductive labourers, “those who do not reproduce 
another value”. By increase of the annual production is 
therefore meant increase of the annual industrial consumption. 
This can be increased by the direct expansion of it, with non¬ 
industrial consumption remaining the same or even growing, 
or by a reduction of the non-industrial consumption. “When 
we say”, the Note referred to states, “that revenue is saved 
and added to capital, what we mean is, that the portion of 
revenue, so said to be added to capital, is consumed by 
productive instead of unproductive labourers”. 

I have shown that the conversion of revenue into capital is 
by no means identical with the conversion of revenue into 
variable capital or with its expenditure as wages. This is 
however what Ricardo thinks. In the same Note he says: 

“If the price of labour should rise so high that, notwith¬ 
standing the increase of capital, no more could be employed, 
I should say that such increase of capital would be still 
unproductively consumed.” 

It is therefore not the consumption of revenue by productive 
workers that makes this consumption “productive”, but its 
consumption by workers who produce surplus value. Hence, 
capital increases only when it commands more labour [than 
it pays for]. 

In Chapter VII, “On Foreign Trade”, attention must be 
drawn to the following passages: 
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“There are two ways in which capital may be accumulated; 
it may be saved cither in consequence of increased revenue 
or of diminished consumption. If my profits are raised from 
£1^000 to ^1,200, while my expenditure continues the same, 
I accumulate annually £200 more than 1 did before. If 1 
save £200 out of my expenditure, while my profits continue 
the same, the same effect will be produced; £200 per annum 
will be added to my capital. . . . 

“If, by the introduction of machinery, the generality of 
the commodities on which revenue was expended fell 20 per 
cent, in value, I should be enabled to save as effectually 
as if my revenue had been raised 20 per cent.; but in one 
case the rate of profits is stationary, in the other it is raised 
20 per cent.—If, by the introduction of cheap foreign goods, 

I can save 20 per cent, from my expenditure, the effect will 
be precisely the same, as if m;ichinery had lowered the 
expense of their production, but profits would not be 
raised” (pp. 79-80). 

That is to say, they would not be raised if the cheaper 
products entered neither into the variable nor into the constant 
capital. 

Consequently, with the same expenditure of revenue [there is 
expanded] accumulation as a result of the rise in the rate of 
profit (accumulation however depends not only on the height 
of the rate of profit, but also on the mass of the profit); with 
the same rate of profit [there is increased] accumulation as a 
result of reduced expenditure—in regard to which, however, 
Ricardo here assumes that it takes place as a result of the 
cheapening, either by machinery or foreign trade, of the 
“commodities on which revenue is expended”. 

In Chapter XX, on “Value and Riches, their Distinctive 
Properties”, [the following passages are relevant to our 
subject]: 

“. . . the wealth^ of a country may be increased in two 
ways: it may be increased by employing a greater portion of 
revenue in the maintenance of productive labour, which 
will not only add to the quantity, but to the value of the 
mass of commodities; or it may be increased, without 
employing any additional quantity of labour, by making 

1 By wealth, Ricardo means use values. 
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the same quantity more productive, which will add to the 
abundance, but not to the value of commodities. 

“In the first case, a country would not only become rich, 
but the value of its riches would increase. It would become 
rich by parsimony—by diminishing its expenditure on 
objects of luxury and enjoyment, and employing those 
savings in reproduction. 

“In the second case, there will not necessarily be either 
any diminished expenditure on luxuries and enjoyments, 
or any increased quantity of productive labour employed, 
but, with the same labour, more would be produced; wealth 
would increase, but not value. Of these two modes of 
increasing wealth, the last must be preferred, since it 
produces the same effect without the privation and diminu¬ 
tion of enjoyments which can never fail to accompany the 
first mode. Capital is that part of the wealth of a country 
which is employed with a view to future production, and 
may be increased in the same manner as wealth. An addi¬ 
tional capital will be equally efficacious in the production 
of future wealth, whether it be obtained from improvements 
in skill and machinery, or from using more revenue repro- 
ductively; for wealth always depends on the quantity of 
commodities produced, without any regard to the facility 
with which the instruments employed in production may 
have been procured. A certain quantity of clothes and 
provisions will maintain and employ the same number of 
men, and will therefore procure the same quantity of work 
to be done, whether they be produced by the labour of 
100 or 200 men; but they wdll be of twice the value if 200 
have been employed on their production’' (pp. 185-6). 

Ricardo’s first conception WcTs: 

Accumulation increases, if the rate of profit rises, with 
expenditure remaining the same; or when the rate of profit 
remains the same, if the expenditure (reckoned in value) 
diminishes because the commodities on which the revenue is 
expended become cheaper. 

Now he raises another contradictory point: 

Accumulation grows, capital is accumulated in quantity and 
in value, when a greater part of revenue is withdrawn from 
individual consumption and used for industrial consumption, 
when more productive labour is set in motion with the part 
ci 
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of the revenue so saved. In this case accumulation takes place 
through parsimony. Or the amount of the expenditure remains 
the same, and no additional productive labour is employed; 
but the same labour produces more, its productive power is 
raised. The elements of which productive capital consists— 
raw materials, machinery, etc. (previously it was the commodi¬ 
ties on which the revenue was expended, now it is the commodi¬ 
ties which are used as means of production)—are produced 
with the same labour in greater quantities, better, and therefore 
cheaper. In such cases accumulation depends neither on a 
rise in the rate of profit, nor on a larger part of the revenue, as 
a result of saving, being converted into capital, nor on a 
smaller part of the revenue being unproductively expended as 
a result of the cheapening of the commodities on which revenue 
is spent. Here it depends on the labour becoming more 
productive in the spheres of production which produce the 
elements of capital itself, and therefore the commodities which 
enter into the process of production, as raw materials, instru¬ 
ments, etc., are cheapened. 

If the productive power of labour has been increased through 
greater production of fixed capital in proportion to the variable 
capital, in this case not only the mass but also the value of 
reproduction will rise, inasmuch as a portion of the value of 
the fixed capital enters into the annual reproduction. This 
can take place simultaneously with the growth of the popula¬ 
tion and an increase in the number of workers employed, 
although the latter relatively, in proportion to the constant 
capital which it sets in motion, continuously declines. Thus 
there takes place a growth not only of wealth but of value, 
and a larger quantity of living labour will be set in motion, 
although the labour has grown more productive and the 
quantity of labour, in proportion to the quantity of commodi¬ 
ties produced, has fallen. Finally, even with the productivity 
of labour remaining the same, variable and constant capital 
may grow in equal degree with the natural increase of popula¬ 
tion each year. In this case too, capital is accumulated, both 
in mass and in value. All these latter points are left out of 
account by Ricardo. 

In the same chapter Ricardo says: 
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“The labour of a million of men in manufactures will 
always produce the same value, but will not always produce 
the same riches. ^ By the invention of machinery, by improve¬ 
ments in skill, by a better division of labour, or by the 
discovery of new markets, where more advantageous 
exchanges may be made, a million of men may produce 
double or treble the amount of riches, of ‘necessaries, 
conveniences, and amusements’, in one state of society 
that they could produce in another, but they will not on 
that account add anything to value;^ for everything rises 
or falls in value in proportion to the facility or difficulty of 
producing it, or, in other words, in proportion to the 
quantity of labour employed on its production. Suppose, 
with a given capital, the labour of a certain number of men 
produced 1,000 pair of stockings, and that by inventions in 
machinery the same number of men can produce 2,000 pair, 
or that they can continue to produce 1,000 pair, and can 
produce besides 500 hats; then the value of the 2,000 pair 
of stockings, or of the i ,000 pair of stockings and 500 hats, 
will be neither more nor less than that of the 1,000 pair of 
stockings before the introduction of machinery; for they 
will be the produce of the same quantity of labour. * But 
the value of the general mass of commodities will neverthe¬ 
less be diminished; for, although the value of the increased 
quantity produced in consequence of the improvement will 
be the same exactly as the value would have been of‘ the 
less quantity that would have been produced, had no 
improvement taken place, an effect is also produced on the 
portion of goods still unconsumed, which were manufactured 
previously to the improvement; the value of those goods 
will be reduced, inasmuch as they must fall to the level, 
quantity for quantity, of the goods produced under all the 
advantages of the improvement: and the society will, 
notwithstanding the increased quantity of commodities, 
notwithstanding its augmented riches, and its augmented 

^ This is quite wrong. The value of the prodiirt of the million men does not 
depend only on their labour, but also on the value of the capital with which they 
work; it will therefore vary consideraV>ly, according to the amount of already 
produced productive forces with which llicy work. 

* They certainly will, inasmuch as their past labour enters in much greater 
measure into the new reproduction. 

® Each individual commodity may be cheapened, but the increased total mass 
of commodities will rise in value. 

^ N.B.: If the newly introduced machinery costs notftim. 
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means of enjoyment, have a less amount of value. By 
constantly increasing the facility of production, we constantly 
diminish the value of some of the commodities before 
produced, tfiough by the same means we not only add to the 
national riches, but also to the power of future production” 
(pp. 182-3). 

Here Ricardo speaks of the diminution of value resulting 
from a progressive development of the productive powers, 
^vhich affects the commodities produced under less favourable 
conditions, whctlicr the)* are then still on the market or 
functioning as capital in the process of production. It by no 
means follows from this that “the value of the general mass of 
commodities will be diminished”, although the value of one 
part of this mass will be diminished. Hiis consequence would 
follow only when, first, the value of tlie newly added machinery 
and commodities resulting from the technical advance was 
smaller than the loss of value brought about in goods of the 
same kind already in existence; secondly, ii' we leave out of 
account the fact that with the development of the productive 
powers there goes also a constant increase in the number of 
spheres of production, and therefore also capital investments 
arc opened up which previously did not exist at all. In the 
course of the development production is not only cheapened, 
but also diversified. 

Let us pass on now to Chapter IX, “Taxes on Raw Produce”: 

“With respect to the third objection against taxes on raw 
produce, namely, that the raising w^ages, and low^ering profits, 
is a discouragement to accumulation, and acts in the same 
w^ay as a natural poverty of soil; I have endeavoured to show 
in another part of this work that savings may be as effectually 
made from expenditure as from production; from a reduction 
in the value oi'commodities as from a rise in the rate of profits. 
By increasing my profits from 1,000 to £1,200, whilst prices 
continue the same, my power of increasing my capital by 
savings is increased, but it is not increased so much as it would 
be if my profits continued as before, whilst commodities were 
so lowered in price that ^"8oo would procure me as much as 
/^i,ooo purchased before” (pp. 105-6). 

The w'hole value of the product (or rather of that part of 
the product which is divided between the capitalist and the 
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worker) can be depreciated, witliout the net income falling, 
as measured by the mass of its value. (In proportion, it can 
even rhc). This is discussed in Chapter XXXII, which deals 
with “Mr. Malthus’s Opinions on Rent”: 

“The whole argument, however, of Mr. Malthus, is built 
on an infirm basis; it supposes, because the gross income of 
the country is diminished, that, therefore, the net income 
must also be diminished in the same proportion. It has been 
one of ihe objeds of ihis work to show that, with pvery fall 
in the real value of necessaries, tlic wages of labour would 
fall, and that the profits of stock would rise; in other words, 
that of any given annual value a less portion would be paid 
to the labouring class, and a larger portion to those whose 
funds employed this class. Suppose the value of the com¬ 
modities produced in a particular manufacture to be £i,ooo^ 
and to be divided between the master and his labourers in 
the proportion of £Roo to labourers and £200 to the master; 
if tlie value of these commodities should fall to and 

£100 be saved from the wages of labour, in consequence of 
the fall of necessaries, the net income of the master would 
be in no degree impaired, and, therefore, he could with just 
as much facility pay the same amount of taxes after as 
before the reduction of price” (p. 287). 

In Chapter V, “On Wages”, the following passage is worth 
noting: 

“Notwithstanding the tendency of wages to conform to 
their natural rate, their market rate may, in an improving 
society, for an indefinite period, be constantly above it; for 
no sooner may the impulse which an increased capital gives 
to a new demand for labour be obeyed, than another increase 
of capital may produce the same effect; and thus, if the 
increase of capital be gradual and constant, the demand for 
labour may give a continued stimulus to an increase of 
people” (p. 53). 

From the capitalist standpoint everything is seen upside 
down. The number of the labouring population and the degree 
of productivity of labour determine both the reproduction of 
capital and also that of the population. Here it appears the 
other way up, that the [growth of the] capital determines the 
[growth of the] population. 
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Chapter IX, “I’axes on Raw Produce”: 

“An accumulation of capital naturally produces an 
increased competition among the employers of labour, and 
a consequent rise in its price” (p. 103). 

This de{)ends on the proportion in which, with the accumula¬ 
tion of capital, its different component parts grow. Capital may 
acc umulate and the demand for labour may fall absolutely or 
relatively. 

Accordiiij^ to Ricardo’s thcoiy of rent, with the accumu¬ 
lation of capital and the growth of the population the rate of 
profit has the tendcnc)’ to fall, because the means of subsistence 
rise in value or agriculture becomes less productive. Accumula¬ 
tion therefore has the tendency to check accumulation, and the 
law of the falling rale of profit —because in proportion as industry 
develops agriculture grows less productive—hangs like a doom 
over bourgeois production. Adam Smith, on tin? other hand, 
secs the falling rate of profit with satisfaction. Holland is the 
example he takes. It compels most c«Tpitalists, cxcc])t the largest 
capitalists, to engage their capital in industr)' instead of living 
on interest; in this way it is a spur to production. Among 
Ricardo’s disciples the dread of this baleful tendency assumes 
tragi-comic forms. 

Here we bring together the passages from Ricardo which 
refer to this subject: 

‘Tn different stages of society, the accumulation of 
capital, or of the means of employing labour, is more or less 
rapid, and must in all cases depend on the productive powers 
of labour. The productive powers of labour are generally 
greatest when there is an abundance of fertile land: at 
such periods accumulation is often so rapid that labourers 
cannot be supplied with the same rapidity as capital. 

“It has been calculated that under favourable circum¬ 
stances population may be doubled in twenty-five years; 
but under the same favourable circumstances the whole 
capital of a country might possibly be doubled in a shorter 
period. In that case, wages during the whole period would 
have a tendency to rise, because the demand for labour 
would increase still faster than the supply. 

“In new settlements, where the arts and knowledge of 
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countries far advanced in refinement are introduced, it is 
probable that capital has a tendency to increase faster than 
mankind; and if the deficiency of labourers were not supplied 
by more populous countries, this tendency would very much 
raise the price of labour. In proportion as these countries 
become populous, and land of a worse quality is taken into 
cultivation, the tendency to an increase of capital diminishes; 
for the surplus produce remaining, after satisfying the wants 
of the existing population, must necessarily be in proportion 
to the facility of production, viz. to the smaller number of 
persons employed in production. Although, then, it is 
probable that, under the most favourable circumstances, 
the power of production is still greater than that of popula¬ 
tion, it will not long continue so; for the land being limited 
in quantity, and dilfcring in quality, w^ith every increased 
portion of capital employed on it there will be a decreased 
rate of production, w'^hilst the power of population continues 
always the same” (Chapter V, pp. 55-6). 

This latter statement is a parson’s fabrication. The power to 
increase the population falls with the productive power of 
labour. Apart from this, it is to be noted here, first, that 
Ricardo admits that “the accumulation of capital . . . must in 
all cases depend on the productive powers of labour”, so that 
labour, not capital, is primary. 

Further, from what Ricardo says it would be thought that 
in industrially developed countries with an older civilisation 
more people are engaged in agriculture than in colonies, w^liile 
the facts are the other way round. In proportion to the same 
product, England for example uses fewer agricultural labourers 
than any other country cither new or old. It is true that a 
larger proportion of the non-agricultural po]>ulation plays an 
indirect part in agricultural production. But even so, this is 
by no means equal to the greater proportion of the population 
directly engaged in agriculture in less developed countries. 
Assuming even that in England grain is dearer, and the 
costs of production are higher. More capital is employed. 
More past labour, even though less living labour, enters into 
agricultural production. But because of the production level 
already attained the reproduction of this capital costs less 
labour, although its value is replaced in the product. 
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In Chapter VI, ‘‘On Profits”, the following is said in regard 
to the fall in the rate of profit: 

“The natural tendency of profits then is to fall; for, in 
the progress of society and wealth, the additional quantity 
of food required is obtained by the sacrifice of more and 
more labour. This tendency, this gravitation as it were of 
profits, is happily checked at repeated intervals by the 
improvements in machinery connected with the production 
of necessaries, as well as by discoveries in the science of 
agriculture, which enable us to relinquish a portion of 
labour before required, and therefore to lower the price of 
the prime necessary of the labourer. The rise in the price 
of necessaries and in the wages of labour is, however, 
limited; for as soon as wages should be equal (as in the case 
formerly stated) to £y 20 , the whole receipts of the farmer, 
there must be an end of accumulation; for no capital can 
then yield any profit whatever, and no additional labour 
can be demanded, and consequently population will have 
reached its highest point. Long, indeed, before this period, 
the very low rate of profits will have arrested all accumula¬ 
tion, and almost the whole produce of the country, after 
paying the labourers, will be the property of the owners of 
land and the receivers of tithes and taxes” (pp. yi- 2 ). 

This is the bourgeois “Twilight of the Gods” as conceived 
by Ricardo, the Day of Judgment. 

“. . . Long before this state of prices was become permanent 
there would be no motive for accumulation; for no one 
accumulates but with a view to make his accumulation 
productive, and it is only when so employed that it operates 
on profits. Without a motive there could be no accumulation, 
and consequently such a state of prices never could take 
place. The farmer and manufacturer can no more live without 
profit than the labourer without wages. Their motive for 
accumulation will diminish with every diminution of profit, 
and will cease altogether when their profits are so low as 
not to afford them an adecjuatc compensation for their 
trouble, and the risk which they must necessarily encounter 
in employing their capital productively. 

“I must again observe tliat the rate of profits would fall 
much more rapidly than I have estimated in my calculation; 
for the value of the produce being what I have stated it 
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under the circumstances supposed, the value of the farmer’s 
stock would be greatly increased from its necessarily consist¬ 
ing of many of the commodities which had risen in value. 
Before corn could rise from to £12, his capital would 
probably be doubled in exchangeable value, and be worth 
£6,000 instead of £3,000. If then his profit were £180, or 
6 per cent, on his original capital, profits would not at that 
time be really at a higher rate tlian 3 per cent.; for £6,000 at 
3 per cent, gives £180; and on those terms only could a new 
farmer with £6,000 money in his pocket enter into the 
farming business. . . . 

“We should also expect that, however the rate of profits 
of stock might diminish in consequence of the accumulation 
of capital on the land, and the rise of wages, yet that the 
aggregate amount of profits would increase. Thus supposing 
that, with repeated accumulations of £100,000, the rate of 
profit should fall I'rom 20 to 19, to 18, to 17 per cent., a 
constantly diminishing rate, sve should expect that the 
whole amount of profits received by those successive owners 
of capital would be always progressive; that it would be 
greater when the capital was £200,000 than when £100,000; 
still greater when £300,000; and so on, inereasing, though 
at a diminishing rate, with every increase of capital. This 
progression, however, is only true for a certain time; thus, 
19 per cent, on £200,000 is more than 20 on £100,000; 
again, 18 per cent, on £300,000 is more than 19 per cent, on 
£200,000; but after capital has accumulated to a lai'ge 
amount, and profits have fallen, the further accumulation 
diminishes the aggregate of profits. Thus, suppose the 
accumulation should be £1,000,000, and the profits 7 per 
cent., the whole amount of profits will be £70,000; now if 
an addition of £100,000 capital be made to the million, and 
profits should fall to 6 per cent., £66,000 or a diminution of 
£4,000 will be received by the owners of stock, although the 
whole amount of stock will be increased from £1,000,000 
to £1,100,000. 

“There can, however, be no accumulation of capital so 
long as stock yields any profit at all, without its yielding not 
only an increase of produce, but an increase of value. By 
employing £100,000 additional capital, no part of the 
former capital will be rendered less productive. The produce 
of the land and labour of the country must increase, and its 
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value will be raised, not only by the value of the addition 
which is made to the former quantity of productions, but 
by the new value which is given to the whole produce of 
the land, by the increased difficulty of producing the last 
portion of it. When the accumulation of capital, however, 
becomes very great, notwithstanding this increased value, it 
w'ill be so distributed that a less value than before will be 
appropriated to profits, while that which is devoted to rent 
and wages will be increased. . . . 

‘•Although a greater value is produced, a greater propor¬ 
tion of what remains of that value, after paying rent, is 
consumed by the producers, and it is this, and this alone, 
w’liich regulates profits. Whilst the land yields abundantly, 
wages may temporarily rise, and the producers may consume 
more than their accustomed proportion; but the stimulus 
which will thus be given to population will speedily reduce 
the labourers to their usual consumption. But when poor 
lands arc taken into cultivation, or when more capital and 
labour are expended on the old land, wnth a less return of 
produce, the elfect must be permanent. . . . 

“I’hc circcts then of accumulation will be different in 
difterent countries, and will depend chiefly on the fertility 
of the land. However extensive a country may be where the 
land is of a poor quality, and where the importation of* food 
is prohibited, the most moderate accumulations of capital 
will be attended with great reductions in the rate of profit 
and a rapid rise in rent; and on the contrary a small but 
fertile country, particularly if it freely permits the importa¬ 
tion of food, may accumulate a large stock of capital without 
any great diminution in the rate of profits, or any great 
increase in the rent of land” (Chapter VI, pp. 72-6). 

Also as a result of taxation it may come about that 
“sufficient surplus produce may not be left to stimulate the 
exertions of those who usually augment by their savings the 
capital of the State” (Chapter XII, p. 118). 

“There is only one case, and that will be temporary, in 
which the accumulation of capital with a low price of food 
may be attended with a fall of profits; and that is when the 
funds for the maintenance of labour increase much more 
rapidly than population;—wages will then be high and 
profits low. If every man were to forego the use of luxuries, 
and be intent only on accumulation, a quantity of necessaries 
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might be produced for which there could not be any 
immediate consumption. Of commodities so limited in 
number there might undoubtedly be a universal glut, and 
consequently there might neither be demand for an addi¬ 
tional quantity of such commodities nor profits on the 
employment of more capital. If men ceased to consume, 
they would cease to produce” (Chapter XXI, pp. 194-5). 

Such arc Ricardo’s views on accumulation and the law of 
the falling rate of profit. 
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